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Background 

The  Office  of  the  Comptroller  of  the  Currency  (OCC)  was 
established  in  1863  as  a  bureau  of  the  Department  of  the 
Treasury.  The  OCC  is  headed  by  the  Comptroller  who  is 
appointed  by  the  President,  with  the  advice  and  consent 
of  the  Senate,  for  a  5-year  term. 

The  OCC  regulates  national  banks  by  its  power  to: 

•  Approve  or  deny  applications  for  new  charters, 
branches,  capital  or  other  changes  in  corporate  or 
banking  structure. 

•  Examine  the  banks. 

•  Take  supervisory  actions  against  banks  which  do  not 
conform  to  laws  and  regulations  or  which  otherwise 
engage  in  unsound  banking  practices,  including 
removal  of  officers,  negotiation  of  agreements  to 
change  existing  banking  practices  and  governing 
bank  lending  and  investment  practices  and  corporate 
structure. 

•  Issue  rules  and  regulations  concerning  banking  prac¬ 
tices  and  governing  bank  lending  and  investment 
practices  and  corporate  structure. 

The  OCC  divides  the  United  States  into  six  geographical 
districts,  with  each  headed  by  a  Deputy  Comptroller. 

The  Office  is  funded  through  assessments  on  the  assets 
of  national  banks. 


The  Comptroller 

Robert  Logan  Clarke  became  the  26th  Comptroller  of  the 
Currency  on  December  10,  1985. 

By  statute,  the  Comptroller  serves  a  concurrent  term  as 
a  Director  of  the  Federal  Deposit  Insurance  Corporation 
and  as  a  member  of  the  Federal  Financial  Institutions 
Examination  Council. 

An  attorney,  Mr.  Clarke  was  formerly  with  the  law  firm  of 
Bracewell  &  Patterson  in  Houston,  Texas.  He  joined  the 
firm  in  1968  and  founded  its  Banking  Section  in  1972. 

Mr.  Clarke  received  a  B.A.  degree  from  Rice  University  in 
1963  and  an  LL.B.  degree  from  Harvard  University  Law 
School  in  1966.  He  served  as  a  Captain  in  the  United 
States  Army  from  1966  to  1968. 
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Operations  of  National  Banks 


The  performance  of  national  banks  in  the  first  quarter  of 
1987  signaled  continuing  stress  within  the  industry. 
Although  aggregate  net  income  rose  13  percent  from  the 
first  quarter  of  1986,  profitability  continued  to  decline.  The 
median  return  on  assets  (ROA)  fell  by  nearly  15  percent 
from  a  year  earlier  and  has  fallen  by  21  percent  in  five 
years. 

MORE  NATIONAL  BANKS  ARE  LOSING  MONEY 


Percent  ot  Banks 


Source:  Call  Reports 

More  than  one  national  bank1  in  seven  lost  money  in  the 
first  quarter  of  1987  and  the  number  of  problem  national 
banks  rated  4  or  5  increased  to  305.  The  pace  of  bank 
failures  also  quickened;  23  national  banks  closed  in  the 
first  3  months  of  this  year,  compared  to  9  national  bank 
failures  during  the  same  period  in  1986. 

RETURN  ON  ASSETS  CONTINUES  TO  DECLINE 


1983Q1  1984Q1  1985Q1  1986Q1  1987Q1 

Source:  Call  Reports 

'Data  are  medians  for  established  banks.  New  banks,  banks  that  have 
been  in  operation  less  than  three  years  and  have  assets  less  than  $25 
million,  are  excluded  from  the  ratio  calculations 


Reliance  on  Securities  Gains  to 
Boost  Earnings 

To  improve  their  bottom  line,  many  banks  are  relying  in¬ 
creasingly  on  gains  from  the  sales  of  investment  securi¬ 
ties  and  other  nonrecurring  sources  of  income  Declin¬ 
ing  interest  rates  have  raised  securities  prices,  providing 
banks  with  the  opportunity  to  augment  income  by  sell¬ 
ing  securities  and  realizing  these  gains.  As  shown  in  Ta¬ 
ble  1,  national  banks  have  seized  this  opportunity.  Prior 
to  1985,  banks  lost  money  on  securities  trading.  In  1986, 
however,  national  banks  realized  $2.3  billion  in  securities 
gains,  an  amount  equivalent  to  almost  19  percent  of  their 
pretax  income.  This  trend  continued  in  the  first  quarter 
of  1987  during  which  national  banks  reported  securities 
gains  of  nearly  $500  million. 

Table  1 

Interest  Rates  and  Securities  Gains 


Year 

5-Year  Treasury  Note  Rate 

Securities  Gams 

1981 

14.24% 

$  -964  Million 

1982 

13.01 

-761 

1983 

10.80 

-  24 

1984 

12.24 

-  122 

1985 

10.13 

740 

1986 

7.31 

2,331 

The  effect  of  securities  gains  on  profitability  is  illustrated 
in  Table  2.  Without  profits  realized  from  the  sale  of  secu¬ 
rities,  national  banks’  1986  pretax  return  on  assets  would 
have  been  14  basis  points  lower. 

Table  2 


Pretax  Return  on  Assets 
(Weighted  Average) 


Year 

Pretax 
Return  on 
Assets 

Securities  Gams 
to  Avg.  Assets 

Pretax  Return 
on  Assets 
(Net  of  Securities 
Gams) 

1981 

.90 

-  08 

98 

1982 

.78 

-  06 

84 

1983 

.77 

00 

.77 

1984 

.76 

.00 

.76 

1985 

84 

05 

79 

1986 

76 

14 

62 

Summary  statistics,  however,  may  obscure  the  degree 
of  reliance  on  securities  trading  by  banks  Although  secu¬ 
rities  gains  have  contributed  significantly  to  aggregate 
bank  profits,  for  some  banks,  securities  transactions  have 
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had  little  or  no  impact  on  the  bottom  line  At  other  banks, 
securities  gams  account  fully  for  the  banks'  earnings.  To 
illustrate  the  degree  to  which  the  reliance  on  securities 
gams  varies  among  national  banks,  banks  with  securi¬ 
ties  gams  and  positive  pretax  income  were  grouped  into 
10  deciles  on  the  basis  of  the  ratio  of  securities  gams  to 
pretax  income  during  1 986  Banks  in  the  first  decile  had 
the  smallest  relative  reliance  on  securities  gains,  banks 
in  the  tenth  decile  had  the  largest. 


Some  divergent  characteristics  emerge  when  banks  are 
grouped  in  this  fashion.  Banks  in  the  first  decile  were 
more  profitable  than  banks  in  the  tenth  decile.  The 
median  pretax  return  on  assets  was  1 .57%  for  banks  in 
the  first  decile,  but  only  0.40%  for  banks  in  the  tenth 
decile. 

SECURITIES  GAINS  ARE  ESPECIALLY 
IMPORTANT  FOR  MARGINAL  PERFORMERS 


Median  ROA  in  Percent 


-.4  ,1.1111 _ I _ 

1  23456789  10 

Securities  Gain  to  Pretax  Income  in  Deciles 
Source  Call  Reports 

The  disparity  in  performance  between  banks  in  the  first 
and  tenth  deciles  is  even  larger  when  income  net  of  secu¬ 
rities  gams  is  compared.  For  example,  while  banks  in  the 
first  decile  recognized  only  negligible  securities  gams, 
the  median  profitability  of  banks  in  the  ninth  decile  was 
reduced  by  more  than  half  when  securities  gams  were 
removed.  Most  banks  in  the  tenth  decile  would  have 
experienced  losses  had  they  not  taken  securities  gams. 

Reliance  on  securities  gams  also  appears  to  be  associ¬ 
ated  with  poor  asset  quality.  The  median  rate  of  loan 
losses  to  average  loans  was  over  five  times  higher  at 
banks  in  the  tenth  decile  than  at  banks  in  the  first  decile. 
Noncurrent  loans  to  total  loans,  an  indicator  of  future  loss¬ 
es  was  also  much  higher  among  banks  in  the  tenth 
decile  of  reliance  than  at  those  in  the  first;  they  amount¬ 
ed  to  3  1  percent  at  the  former  and  1.0  percent  at  the 
latter  These  data  suggest  that  banks  with  heavy  loan 
osses  relied  on  securities  gams  to  improve  reported 
earnmgs 


BANKS  WITH  HIGH  LOAN  LOSSES  RELY 
HEAVILY  ON  SECURITIES  GAINS 


Median  Percent  of  Loans 


Securities  Gain  to  Pretax  Income  in  Deciles 

Source:  Call  Reports 


In  the  above  analyses,  the  deciles  were  formed  among 
banks  with  positive  pretax  income.  There  were  570  na¬ 
tional  banks,  however,  for  which  income  from  securities 
trading  was  not  sufficient  to  offset  losses  from  other  oper¬ 
ations.  For  these  banks,  securities  gams  merely  lessened 
their  total  loss.  The  aggregate  securities  gam  for  this 
group  of  banks  was  $297  million,  which  reduced  report¬ 
ed  losses  by  13  percent. 

Unrealized  Gains 

In  the  last  few  years,  declining  interest  rates  have  result¬ 
ed  in  substantial  appreciation  in  the  value  of  securities 
in  banks’  investment  portfolios.  Even  after  recognizing 
gams  of  $2.3  billion  from  the  sale  of  securities  in  1986, 
approximately  $7.3  billion  in  unrealized  gams  still  exist¬ 
ed.  Banks,  however,  are  not  able  to  rely  on  securities 
gams  as  a  continuous  or  predictable  source  of  income. 
In  1984,  for  example,  when  interest  rates  were  at  rela¬ 
tively  high  levels,  the  aggregate  book  value  of  investment 
securities  exceeded  their  market  value.  Thus,  there  was 
little  potential  for  supporting  bank  income  from  the  sale 
of  securities.  If  interest  rates  rise  in  the  future,  the  poten¬ 
tial  to  augment  income  through  the  sales  of  securities  will 
be  similarly  reduced. 

Once  a  gam  is  realized,  from  the  sale  of  a  high  coupon 
security,  the  yield  on  assets  is  reduced.  Not  surprising¬ 
ly,  then,  as  banks  realize  securities  gams  and  pay  taxes 
on  these  gams,  they  limit  their  future  income  opportuni¬ 
ties.  For  example,  at  yearend  1986,  median  unrealized 
securities  gams  amounted  to  0  77  percent  of  assets 
among  banks  in  the  first  decile,  but  only  0.36  percent 
of  assets  among  banks  in  the  tenth  decile.  While  securi¬ 
ties  gams  can  smooth  out  reported  earnmgs  during  tem¬ 
porary  difficulties,  the  positive  effect  of  securities  gams 
at  banks  suffering  continuing  asset  quality  problems 
should  not  be  overstated 
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Conclusion 

Banks  with  weak  earnings  have  in  the  last  2  years  taken 
advantage  of  current  low  interest  rates  to  liquidate  secu¬ 
rities  that  have  risen  in  market  value.  The  profits  from  the 
securities  sales  have  been  used  to  boost  reported  in¬ 
come.  There  is  nothing  inherently  wrong  with  sup¬ 
plementing  operating  income  with  securities  gains.  In¬ 


come  from  securities  trading,  however,  is  an  unreliable 
source  of  income  because  of  its  nonrecurring  nature  and 
its  sensitivity  to  interest  rates. 


Rose  W.  Ho 
Financial  Analyst 

Industry  &  Financial  Analysis  Division 


Summary  Statistics  for  National  Banks 1 


3/31/87 

3/31/83 

3/31/84 

3/31/85 

3/31/86 

3/31/87 

$0-$1  B 

$1  B-$10B 

Over  $10B 

New  Banks2 

Banking  Aggregates 

Number  of  Banks 

4,286 

4,328 

4,370 

4,461 

4,427 

4,223 

180 

24 

321 

Total  Assets  (SB) 

1,288 

1,392 

1,482 

1,614 

1.690 

400 

570 

719 

4 

Net  Income  ($M) 

2,259 

2,273 

2,617 

2,499 

2,836 

742 

1,210 

884 

-11 

Number  of  Banks  with  Losses 

248 

327 

445 

563 

639 

630 

6 

3 

196 

Percent  of  Banks  with  Losses 

5.79 

7.56 

10.18 

12.62 

14.43 

14.92 

3.33 

12.50 

61  06 

Profitability 

Return  on  Avg.  Equity 

15.52 

13.41 

13.48 

13.15 

11.42 

11.19 

15.78 

15.01 

-4.59 

Return  on  Avg.  Assets 

1.23 

1.06 

1.07 

1.05 

0.91 

0.91 

0.98 

0  80 

-  66 

Net  Operating  Income  to  Avg.  Assets 

1.20 

1.05 

1.04 

0.94 

0.80 

0.80 

0.88 

0  62 

-  69 

Net  Interest  Income  to  Avg.  Assets 

4.38 

4.09 

4.17 

4.19 

3.93 

3.94 

3.70 

2.85 

4.12 

Noninterest  Income  to  Avg.  Assets 

0.60 

0.66 

0.67 

0  69 

0.69 

0  67 

1.33 

1.44 

0  90 

Noninterest  Expense  to  Avg  Assets 

3.14 

3.17 

3.23 

3.31 

3.24 

3.22 

3.52 

3.11 

5.66 

Provision  to  Avg  Assets 

0.17 

0.19 

0.25 

0.32 

028 

0.27 

039 

0.53 

0  43 

Yield  on  Earning  Assets 

12.30 

12.16 

11.83 

11.02 

9.62 

9.64 

9.36 

9.15 

10.21 

Cost  of  Funds 

8.80 

9.08 

8.64 

7.55 

6.19 

6.18 

6.20 

6.74 

6  53 

Earnings  Coverage  of  Losses 

4.41 

3.46 

3.35 

3.24 

2.37 

2.20 

4.78 

3  99 

-0  15 

Asset  Quality 

Noncurrent  Loans  to  Total  Loans 

1.71 

1.63 

1.86 

2.06 

2.15 

2.15 

2.03 

4  38 

0  50 

Loss  Reserve  to  Total  Loans 

1.05 

1.04 

1.12 

1.26 

1.43 

1.43 

1.46 

1.95 

1.04 

Net  Loss  to  Avg.  Total  Loans 

0.08 

0.08 

0.14 

0.25 

0.24 

0.22 

0.46 

0  63 

0  08 

Liquidity 

Volatile  Liabilities  to  Assets 

9.42 

10.19 

11.04 

11.29 

10.46 

9  98 

25  84 

47  60 

21.17 

Liquid  Assets  to  Assets 

35.56 

33.74 

32.13 

32.54 

33.71 

34.30 

25.18 

23  31 

33  68 

Capital 

Primary  Capital  Ratio 

8.43 

8.35 

8.42 

8.45 

8.43 

8.53 

7.15 

6.79 

11.67 

Total  Capital  to  Assets 

8  63 

8.53 

8.56 

8.60 

8.58 

8  66 

7.32 

7.35 

11.76 

Equity  Capital  to  Assets 

7.91 

7.79 

7.79 

7.72 

7.65 

7.76 

6.16 

5  54 

10  98 

Off-Balance  Sheet 

Standbys  to  Assets 

0.11 

0.04 

0.13 

0  19 

0.21 

0  18 

2.47 

9.23 

0  09 

Commitments  to  Assets 

N/A 

0.00 

0.00 

0.53 

1.31 

1.07 

16  18 

3037 

1  94 

Growth  Rates 

Assets  (%) 

9.84 

8.88 

7.17 

7.25 

5  62 

5  52 

8  22 

9  83 

29  05 

Equity  Capital  (%) 

9.85 

8.46 

8.46 

7.99 

5.98 

5  78 

10  75 

10.61 

-5  02 

Number  of  Failed  National  Banks3 
Number  of  Problem  National  Banks 

2 

3 

6 

9 

23 

23 

0 

0 

0 

(4&5)3 

297 

305 

’Data  are  medians  for  established  banks  unless  otherwise  noted;  established  banks  exclude  new  banks.  All  ratios  are  expressed  as  percentages 
2New  banks  are  banks  that  have  been  in  operation  less  than  three  years  and  have  assets  less  than  $25  million 
includes  established  and  new  banks. 

Industry  &  Financial  Analysis  (7-15-87) 
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Special  Supervision/Enforcement  and 
Compliance  Update 


OCC  Special  Supervision  Division  personnel  in  Washing¬ 
ton  and  the  six  District  Offices  are  the  focal  point  for  su¬ 
pervision  of  community  banks  that  require  increased  at¬ 
tention.  Through  various  oversight  mechanisms,  the 
division  works  to  promote  consistent  and  effective  super¬ 
vision  and  rehabilitation  of  problem  banks. 

The  Enforcement  and  Compliance  Division  of  the  Law 
Department,  in  conjunction  with  District  Counsel,  is  prin¬ 
cipally  responsible  for  recommending  administrative  ac¬ 
tions  in  appropriate  cases  and  for  representing  the  Office 
in  presenting  and  litigating  these  actions.  The  division  also 
works  closely  with  the  Department  of  Justice  and  the  In¬ 
teragency  Bank  Fraud  Working  Group  to  maintain  the 
criminal  referral  process  and  promote  interagency  com¬ 
munications. 

Because  the  OCC  often  initiates  enforcement  actions 
against  banks  requiring  special  supervision,  the  two  di¬ 
visions  work  together  closely.  In  the  following  sections, 
the  two  divisions  provide  a  status  report  on  problem  na¬ 
tional  banks,  provide  an  updated  profile  on  national  bank 
failures,  report  on  OCC’s  amended  enforcement  policy, 
and  summarize  enforcement  actions  for  the  first  six 
months  of  1987. 

Problem  National  Banks 


After  increasing  steadily  for  many  years,  the  number  of 
4  and  5  rated  national  banks  is  leveling  off  in  1987.  (Banks 
are  rated  on  a  scale  of  1  to  5,  with  5  being  those  banks 
in  the  most  critical  condition.)  It  is  too  early  to  predict  if 
this  trend  will  be  sustained. 


PROBLEM  NATIONAL  BANK  TREND  LINE 


4&5  RATED  BANKS 


266 


44 


1981  1982  1983  1984  1985  1986  6/87 

Souror  Spaolol  Supervision 


The  vast  majority  of  problem  national  banks  is  located 
in  economically  depressed  sectors  west  of  the  Mississippi 
River.  There  were  more  4  and  5  rated  national  banks  in 
the  OCC’s  Western  District  than  in  either  the  Midwestern 
or  Central  Districts. 


PROBLEM  NATIONAL  BANKS 
BY  DISTRICT  6/30/87 


Although  the  outlook  for  5  rated  national  banks  is  not 
generally  good,  not  all  such  banks  fail.  As  the  following 
chart  shows,  many  are  rejuvenated  through  capital  injec¬ 
tions,  financial  assistance  from  the  Federal  Deposit  In¬ 
surance  Corporation  (FDIC)  under  Section  13(c)  of  the 
Federal  Deposit  Insurance  Act,  administrative  remedies, 
and  efforts  by  management  and  the  boards  of  directors. 


FAILED  BANK  /  SAVED  BANK  COMPARISON 


Mnha  an  ttanlai 


FAILED  BANKS 
SAVED  BANKS 
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National  Bank  Failures 


DISPOSITION  OF  NATIONAL  BANK  FAILURES 


National  bank  failures  have  steadily  increased  since  1983. 
Although  the  number  of  problem  national  banks  is  level¬ 
ing  off,  as  previously  indicated,  the  number  of  failures  in 
the  first  half  of  1987  increased  over  the  same  period  in 
1986. 

NATIONAL  BANK  FAILURES 


teas 


1982  1983  1984  1985  1986  6/87 


Seure*:  Sp«oioi  Supervision 


Enforcement  Actions 


Almost  all  failed  national  banks  were  relatively  small.  The 
vast  majority  had  total  assets  of  $25  million  or  less.  In  the 
first  half  of  1987,  only  one  failed  national  bank  had  as¬ 
sets  of  more  than  $100  million. 


FAILED  NATIONAL  BANKS 
BY  ASSET  SIZE 


30  T 


LEGEND 


$25MM  OR  LESS 
$25  -  SOMM 
$50  -  100MM 
$  1  OOMM  -  $1  BIL 
OVER  $1  BIL 


Failed  national  banks  are  turned  over  to  the  FDIC  as 
receiver  In  most  cases,  the  FDIC  disposes  of  failed  banks 
through  Purchase  and  Assumption  Transactions  (P&A's) 
with  other  banks  However,  as  the  number  of  bank  failures 
has  increased  over  the  past  several  years,  P&A  s  have 
accounted  for  a  smaller  proportion  of  the  FDIC's  dispo¬ 
sition  of  failed  banks  In  the  first  half  of  1987,  more  than 
one  quarter  of  fhe  national  bank  failures  were  handled 
through  insured  deposit  transfers 


During  the  first  half  of  1987,  the  Office  implemented  an 
amended  enforcement  policy.  Under  the  old  policy,  ad¬ 
ministrative  actions  were  largely  determined  by  bank 
CAMEL  ratings  —  that  is,  ratings  of  a  bank's  capital,  as¬ 
sets,  management,  earnings,  and  liquidity. 

The  new  policy  maintains  a  clear  distinction  between  two 
separate  categories  of  circumstances  when  the  OCC  may 
use  its  enforcement  powers:  (1)  those  circumstances 
under  which  a  strong  bias  will  exist  to  take  formal  enforce¬ 
ment  action,  and  (2)  those  circumstances  under  which 
enforcement  may  be  considered  one  of  several  availa¬ 
ble  forms  of  supervisory  response.  Under  the  amended 
policy,  serious  insider  abuse,  significant  compliance 
problems,  serious  violations  of  law,  and  instances  where 
the  institution  or  individuals  involved  have  disregarded 
or  refused  to  respond  to  prior  supervisory  efforts  to  cor¬ 
rect  serious  problems  will  be  cause  to  consider  formal 
enforcement  action.  In  other  instances,  formal  enforce¬ 
ment  action  will  be  approved  by  the  OCC  only  when 
necessary  to  advance  the  supervisory  goals  established 
for  a  particular  institution  and  improve  the  overall  condi¬ 
tion  of  the  bank. 

As  the  following  charts  demonstrate,  the  number  of  ad¬ 
ministrative  actions  has  declined  during  the  past  year. 
OCC  believes  the  decline  is  the  result  of  a  reduction  in 
the  volume  of  new  problem  banks  and  the  adoption  of 
the  OCC's  amended  enforcement  policy.  Some  supervi¬ 
sory  problems  that  previously  would  have  been  handled 
through  administrative  action  were  addressed  through 
other  supervisory  actions. 
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Number  of  Orders  Number  of  Agreements  Number  of  Memorandums 


MEMORANDUMS  OF  UNDERSTANDING  SIGNED 


90  T 
45  T 

40 

35 1 

30  -J- 

“ 

20  - 

15 

10  - 

5 

0  -- 


AGREEMENTS  EXECUTED 

300  t 


2S0 


200 


1  50  T 


100 


50 1 


Totals  Include  Amended  Agreements 


Enforcement  actions  in  the  first  half  of  1987  addressed 
a  wide  range  of  issues.  The  nine  areas  listed  below  were 
cited  most  frequently.  Banks  were  required  to  take  im¬ 
mediate  and  continuing  action  to  protect  their  interest  with 
regard  to  assets  criticized  by  OCC,  to  increase  their  Al¬ 
lowance  for  Loan  and  Lease  Losses  (ALLL),  to  develop 
or  improve  procedures  for  internal  loan  review,  to  correct 
violations  of  law,  to  rectify  credit  and  collateral  exceptions, 
to  undertake  various  studies  by  bank  management  or  the 
board,  to  develop  or  improve  their  capital  plans,  and  to 
develop  or  improve  their  written  lending  policies 


AREAS  MOST  FREQUENTLY  COVERED 
IN  ENFORCEMENT  ACTIONS 
1/1/87  THROUGH  6/30/87 


CRIT  ASSETS 

ALLL 

INT  LN  REVIEW 

LAW  VIOLATIONS 

CRED  EXCEPTIONS 

COLL  EXCEPTIONS 
MCMT/BD  STUDY 

CAPITAL  PLAN 

LENDING  POLICY 


In  general,  suspensions  of  bank  officers  and  directors  re¬ 
mained  rare,  but  removals  have  increased  in  recent  years. 
The  latter  are  often  negotiated  as  part  of  the  final  settle¬ 
ment  of  significant  civil  money  penalties. 


CEASE  AND 


DESIST  ORDERS  STIPULATED 


REMOVALS  AND  SUSPENSIONS 


Totals  Include  Amended  Orders 


N u m b •  r»  Rsprsssnt  Final  Ord«r»  of  Removal 
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CIVIL  MONEY  PENALTIES 


*  NoMc«i  of  A«Maam«nti  Sorvod 
••  Final  Ordoro  A**a**lng  P*noltlo* 

(1906  f I g u r«  Include*  on*  a*****m*nt  against  a  bank) 

Several  of  OCC’s  recent  enforcement  cases  have  been 
selected  for  highlighting  and  are  described  below.  These 
cases  have  been  chosen  because  they  represent  the 
types  of  actions  taken  by  the  OCC  in  response  to  seri¬ 
ous  violations  of  law,  insider  abuse,  and  unsafe  and  un¬ 
sound  conduct  which  significantly  affects  the  condition 
of  the  bank. 

The  first  of  these  cases  involved  a  combined  civil  money 
penalty  and  removal  action.  A  former  director  of  a  na¬ 
tional  bank  was  removed  and  paid  a  penalty  of  $20,000 
for  violations  of  12  U.S.C.  84.  The  respondent  had  ob¬ 
tained  loans  and  other  extensions  of  credit  in  excess  of 
the  bank's  lending  limit  by  counterfeiting  documents  of 
title  and  misrepresenting  the  existence  of  livestock  which 
purportedly  secured  the  loans.  A  loss  of  over  $1.8  million 
was  avoided  when  the  board  purchased  the  former  direc¬ 
tor's  entire  obligation. 

Speculative  bond  trading  in  the  bank’s  account  by  the 
former  chairman  and  chief  executive  officer  of  a  national 
bank  led  the  OCC  to  pursue  a  removal  action  against  that 
individual  pursuant  to  12  U.S.C.  1818(e)(1).  Bond  purchase 
commitments  for  an  amount  of  over  half  the  bank's  total 
assets  were  financed  by  short-term  repurchase  agree¬ 
ments.  The  respondent  attempted  to  conceal  the  amount 
of  the  total  commitments  by  carrying  the  bonds  at  a  value 
which  was  the  net  of  cash  outlays  and  interest  costs  less 
interest  income  When  halted,  the  trading  loss  was  ap¬ 
proximately  $300,000  which  the  respondent  personally 
reimbursed  to  the  bank. 

A  civil  money  penalty  based  upon  violations  of  12  U.S.C. 
375b  caused  the  former  president  of  a  national  bank  to 
pay  a  penalty  of  $20,000  and  each  director  of  the  bank 
to  pay  a  penalty  of  $2,000  The  violations  involved  a  loan 
to  the  former  president  which  was  renewed  without  prior 
board  approval  and  on  preferential  terms.  The  former 
president  had  bank  records  altered  in  an  attempt  to  con¬ 


ceal  the  violations  and  misrepresented  his  financial  con¬ 
dition  in  order  to  secure  the  loan  renewal 

In  yet  another  combined  civil  money  penalty  and  removal 
action,  the  former  president  of  a  national  bank  and  a 
former  director  were  removed  and  paid  a  $2,500  civil 
money  penalty  each  for  violations  of  12  U.S.C.  84  and 
371c.  Another  director  was  removed  and  paid  a  $1,000 
penalty,  while  other  board  members  each  paid  a  $2,500 
penalty  for  the  violations.  The  lending  limit  violations  in¬ 
volved  loans  made  to  an  out-of-area  partnership  and  the 
individual  partner  on  which  the  bank  incurred  loss  of  ap¬ 
proximately  $160,000.  The  board  reimbursed  the  bank 
for  this  loss.  The  board  had  previously  been  warned  by 
the  OCC  regarding  the  dangers  of  out-of-area  lending. 
The  section  371c  violation  involved  the  purchase  of  a  low- 
quality  asset  from  an  affiliate. 

The  OCC  initiated  and  completed  removal  actions  pur¬ 
suant  to  12  U.S.C.  1818(e)(1)  against  three  former  officers 
and  directors  of  a  national  bank  who  permitted  as  well 
as  practiced  abusive  installment  lending  activities.  No 
charges  of  federal  banking  law  violations  were  alleged. 
Instead,  the  removal  actions  were  based  entirely  upon 
their  unsafe  and  unsound  conduct  which  included  lend¬ 
ing  to  poor  credit  risks  without  perfecting  collateral,  dou¬ 
ble  pledging  collateral,  and  financing  inventories  of  used 
cars  without  monitoring  or  inspecting  collateral.  In  addi¬ 
tion,  auto  loans  were  renewed  or  refinanced  for  more  than 
the  remaining  collateral  value  of  the  car  and  the  new 
funds  used  to  pay  off  the  original  loan  which  was  in  default 
and  to  pay  ahead  the  new  loan,  thereby  postponing  and 
concealing  losses.  Ultimately,  the  losses  discovered  in  the 
portfolio  exceeded  the  bank’s  capital  and  the  bank  was 
declared  insolvent. 

In  an  action  involving  violations  of  12  U.S.C.  84,  371c,  375a 
and  375b,  as  well  as  violations  of  an  outstanding  cease 
and  desist  order,  the  former  chairman  of  a  national  bank 
was  removed  and  paid  a  $15,000  civil  money  penalty.  The 
bank's  directors  also  paid  a  $2,000  penalty  each,  with 
the  exception  of  one  director  who  paid  a  $1,500  penalty. 
The  violations  included  loans  made  in  excess  of  the  le¬ 
gal  lending  limit,  unauthorized  transactions  with  affiliates, 
and  preferential  loans  made  to  the  former  chairman  and 
his  related  interests.  Both  the  lending  limit  and  insider  vio¬ 
lations  resulted  in  a  $315,000  loss  to  the  bank.  In  addi¬ 
tion,  the  bank  failed  to  increase  capital  to  prescribed  lev¬ 
els  and  correct  violations  of  law  in  accordance  with  a 
Cease  and  Desist  Order. 

In  a  civil  money  penalty  proceeding,  a  former  director 
of  a  national  bank  paid  a  $46,000  penalty  for  violations 
of  12  U.S.C.  84.  The  bank's  former  president  paid  a 
$15,000  penalty,  while  the  former  executive  vice  president 
paid  a  $9,500  penalty  for  the  violations.  The  violations 
involved  loans  made  in  excess  of  the  legal  lending  limit  in 
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connection  with  a  fraudulent  real  estate  scheme  per¬ 
petrated  by  the  former  director.  The  scheme  involved  four 
$500,000  loans  made  to  hand-picked  borrowers  who  had 
executed  lease/sale-back  agreements  with  the  former 
director,  and  received  $50,000  in  kickbacks.  The  former 
president  and  executive  vice  president  knew  of  the 
scheme,  but  failed  to  take  measures  to  prevent  the  viola¬ 
tions.  The  former  director  failed  to  request  a  hearing  or 
answer  the  Notice  of  Assessment,  thereby  causing  the 
Notice  to  become  a  final  and  unappealable  order.  The 
matter  was  then  referred  to  the  appropriate  U.S.  Attorney’s 
Office  for  collection  proceedings  in  Federal  District  Court. 

Finally,  in  a  civil  money  penalty  assessment  for  violations 
of  12  U.S.C.  84,  five  directors  paid  $2,000;  two  directors, 


the  beneficiary  of  the  violation  and  the  bank's  president 
paid  $5,000;  and  the  bank's  principal  shareholder  direc¬ 
tor  paid  $10,000.  The  principal  shareholder  was  held  to 
a  higher  standard  than  other  outside  directors  because 
of  his  status  as  a  professional  banker.  He  also  owned  con¬ 
trolling  interest  in  13  other  banks  and  served  as  presi¬ 
dent  of  another  bank.  Other  outside  directors  had  no 
other  banking  experience. 

The  OCC  maintains  summaries  of  all  enforcement  actions 
pursuant  to  an  interagency  agreement.  Copies  of  sum¬ 
maries  on  individual  actions,  with  identifying  information 
removed,  are  maintained  on  file  in  OCC’s  Communica¬ 
tions  Division. 
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Licensing  Activity  —  January  through  June  1987 


During  the  first  6  months  of  1987,  1,427  cases  were 
received  in  the  six  district  offices,  an  increase  of  11  per¬ 
cent  over  the  1,283  received  during  the  same  time  peri¬ 
od  in  1986.  The  number  of  cases  received  in  the  major 
application  categories  and  comparisons  with  1986  figures 
are  as  follows: 


June  1987  June  1986 


New  Bank  Charters 

47 

50 

Conversions  (State  to  National) 

21 

8 

Bank  to  Bank  Mergers 

Corporate  Reorganization 

95 

60 

Mergers 

144 

115 

Changes  in  Bank  Control 

38 

31 

Branches  (Brick  and  Mortar) 

423 

403 

CBCT  Branches 

247 

219 

Office  Relocations 

102 

96 

Operating  Subsidiaries 

77 

80 

Capital  Proposals 

233 

221 

Total 

1,427 

1,283 

A  list  of  applications  decided  by  a  major  application  type 
are  listed  below: 

June  1987 

June  1986 

New  Bank  Charters 

41 

43 

Conversions  (State  to  National) 

9 

23 

Bank  to  Bank  Mergers 

Corporate  Reorganization 

83 

57 

Mergers 

94 

118 

Changes  in  Bank  Control 

36 

42 

Branches  (Brick  and  Mortar) 

399 

380 

CBCT  Branches 

221 

231 

Office  Relocations 

107 

100 

Operating  Subsidiaries 

69 

83 

Capital  Proposals 

218 

243 

Total 

1,277 

1,320 

Brief  descriptions  of  various  corporate  decisions  or  first¬ 
time  proposals  completed  during  the  first  6  months  of 
1987  follow.  The  decisions  should  not  necessarily  be 
viewed  as  precedential;  such  decisions  are  normally  ac¬ 
companied  by  a  decision  document  issued  by  the  Office. 
The  cases  are  provided  for  informational  purposes  only 
and  are  noteworthy  because  they  represent  issues  of  im¬ 
portance  or  unusual  methods  of  accomplishing  a  given 
expansion  activity. 

On  January  22,  1987,  the  Office  denied  an  application 
from  Western  Security  Bank,  National  Association,  Toluca 
Lake,  California,  for  permission  to  issue  a  stock  dividend. 
Applicant  proposed  to  pay  a  stock  dividend  even  though 
the  bank  had  a  negative  balance  in  its  undivided  profits 
account.  This  was  considered  to  be  contrary  to  Office  poli¬ 
cy  which  requires  stock  dividends  to  be  effected  by  a 


transfer  of  undivided  profits  to  the  capital  stock  account 
The  Office  would  consider  permitting  a  stock  dividend 
from  surplus  if  the  applicant  had  previously  made  trans¬ 
fers  from  undivided  profits  to  surplus  and  then,  only  to 
the  extent  of  the  previous  transfers. 

The  Office,  on  February  17,  1987,  approved  a  novel  subor¬ 
dinated  debenture  proposal.  Nolte  National  Bank  of 
Seguin,  Texas  requested  permission  to  issue  a  $2  million 
9.8  percent  subordinated  note  to  its  parent.  The  novelty 
of  the  transaction  was  that  the  bank  loaned  the  $2  mil¬ 
lion  to  its  parent.  The  loan  was  fully  secured  by  $2  mil¬ 
lion  in  GNMA  securities,  which  kept  the  transaction  wi¬ 
thin  the  guidelines  of  12  USC  371c  and  12  USC  84. 

The  transaction  was  structured  in  this  manner  because 
the  parent  issued  approximately  $25  million  in  9.625  per¬ 
cent  notes  and  before  the  funds  could  be  downstreamed 
to  its  16  banking  subsidiaries,  interest  rates  started  to  fall. 
As  a  defense,  the  funds  were  reinvested  in  GNMA  secu¬ 
rities,  leaving  the  parent  with  GNMA’s  instead  of  cash. 

On  April  1,  1987,  the  Office  approved  an  application,  sub¬ 
mitted  by  MetroBank,  FSB,  Grand  Rapids,  Michigan,  to 
convert  from  a  state-chartered,  federally  insured  thrift  in¬ 
stitution  to  a  national  bank.  Concurrently,  an  application 
was  approved  in  which  Comerica,  Inc.,  Detroit,  Michigan, 
through  an  interim  bank  merger,  acquired  the  converted 
thrift. 

During  April  1987,  the  Office  received  its  first  request  to 
appraise  the  value  of  preferred  stock  (with  voting  rights) 
under  12  USC  215a  (c)  for  shareholders  dissenting  from 
a  merger.  This  request  was  withdrawn  in  May,  however, 
when  settlement  was  reached  between  the  dissenter  and 
the  bank. 

On  May  4,  1987,  the  Office  denied  an  application  to  es¬ 
tablish  a  bank  of  deposit  in  the  District  of  Columbia 
(Regency  Bank,  Washington,  DC.).  Applicant  was  not 
proposing  to  be  a  national  bank,  but  a  bank  established 
under  the  provisions  of  a  1901  federal  law  which,  among 
other  things,  and  prior  to  April  11,  1986,  vested  the 
authority  to  grant  banking  licenses  in  the  District  of 
Columbia  to  the  Comptroller  of  the  Currency.  Applicant's 
banking  experience  was  essentially  thrift-related  and  in 
a  market  quite  unlike  the  District  of  Columbia  Numer¬ 
ous  inconsistencies  were  discovered  in  the  operating  plan 
and  operating  projections  were  not  sufficiently  detailed 
regarding  the  bank's  proposed  operating  subsidiary  and 
form  of  capitalization  (the  capital  was  to  be  in  the  form 
of  a  savmqs  and  loan  subsidiary  located  in  Columbus, 
Ohio). 
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The  Office  approved  a  new  bank  charter  for  Dial  Nation¬ 
al  Bank  Des  Moines,  Iowa,  on  May  27,  1987.  The  new 
bank  is  to  provide  credit  card  services  and  will  be  owned 
by  Norwest  Financial,  Inc.  The  case  raised  branching 
questions  since  the  applicant  proposed  to  make  cash  ad¬ 
vances  and  possible  credit  decisions  at  consumer  credit 
offices  of  Norwest  Financial,  Inc.,  located  in  42  different 
states  The  Office  concluded  that  these  activities  would 
be  illegal  because  the  offices  would  be  considered 
branches  of  the  proposed  bank.  The  new  bank  applica¬ 
tion  was  approved  with  the  understanding  that  the 
branching  activities  would  not  be  performed  as  original¬ 
ly  proposed. 

On  May  27,  1987,  the  Office  denied  a  capital  change  ap¬ 
plication  submitted  by  City  Bank,  National  Association, 
Lubbock,  Texas.  The  applicant  requested  permission  to 
eliminate  approximately  $2  million  in  core  deposit  intan¬ 
gibles  by  reducing  its  capital  stock  and  surplus.  It  was 
the  conclusion  of  the  Office  that  such  a  proposal  was  in 
contravention  of  Office  policy  and  GAAP  (which  requires 
such  intangibles  to  be  written  off  over  a  10-year  period). 

On  June  26,  1987,  an  application,  submitted  by  Valley  Na¬ 
tional  Bank  of  Arizona,  Phoenix,  Arizona,  to  establish  a 
mobile  CBCT  branch  was  approved.  The  branch  will 
operate  throughout  the  State  of  Arizona  at  county  fairs, 
sporting  events,  conventions,  festivals,  and  at  other  events. 
In  approving  the  application,  the  Office  requested  the 
bank  to  keep  an  internal  log  of  CBCT  operations  and  lo¬ 
cations  for  recordkeeping  purposes. 

On  March  1,  1987,  the  Office  approved  an  application 
for  Wells  Fargo  Bank,  National  Association,  San  Fran¬ 
cisco,  California,  to  purchase  certain  assets  and  assume 
certain  liabilities  of  the  consumer  trust  division  of  Bank 
of  America  National  Trust  and  Savings  Association,  San 
Francisco,  California.  This  proposal  involved  a  product 


(trust  services)  that  the  Office  had  never  before  consi¬ 
dered  in  a  merger  analysis  as  a  "stand  alone"  product. 

The  relevant  geographic  market  for  the  merger  was  con¬ 
sidered  to  be  the  State  of  California.  Wells  possessed  the 
largest  share  of  personal  trust  and  estate  business,  with 
Bank  of  America  ranking  third.  While  Wells  would  remain 
the  dominant  offerer  of  consumer  trust  services  in  the 
market,  the  Office  concluded  that  the  market  would  re¬ 
main  highly  competitive  because  of  the  many  financial 
and  nonfinancial  institutions  offering  consumer  trust  serv¬ 
ices.  Additionally,  the  ability  of  out-of-area  providers  to  at¬ 
tract  business  and  the  influence  exerted  by  brokerage 
houses,  investment  companies  and  other  fiduciaries 
resulted  in  an  active,  competitive  market  that  was  not  con¬ 
sidered  concentrated.  The  Office  therefore  concluded 
that  consummation  of  the  proposal  would  not  have  a  sig¬ 
nificantly  adverse  effect  on  competition  for  consumer  trust 
services  in  the  state  of  California. 

On  March  31,  1987,  the  Office  denied  the  application  of 
First  South  Bank,  National  Association,  Fort  Valley,  Ge¬ 
orgia,  for  a  branch  outside  its  home  county.  Inter-county 
branching  is  not  permitted  under  Georgia  law  to  state- 
chartered  commercial  banks,  but  would  be  permissible 
for  state-chartered  thrift  institutions.  The  Office  had  previ¬ 
ously  approved  applications  of  this  nature  when  the  ap¬ 
plicant  had  demonstrated  that  state-chartered  thrifts  were 
"carrying  on  the  banking  business,”  bringing  them  under 
the  definition  of  state  banks  for  the  purposes  of  12  U.S.C. 
36  (see  Quarterly  Journal,  Volume  4,  Number  3,  Deci¬ 
sion  of  the  Comptroller  of  the  Currency  on  the  Applica¬ 
tion  of  Deposit  Guaranty  National  Bank,  Jackson,  Mis¬ 
sissippi,  to  establish  a  branch  office  in  Gulfport, 
Mississippi).  In  this  instance,  the  applicant  failed  to 
demonstrate  that  state-chartered  thrifts  in  Georgia  were 
carrying  on  the  banking  business. 
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Remarks  by  Robert  L.  Clarke,  Comptroller  of  the  Currency,  before  the 
Association  of  Reserve  City  Bankers,  Boca  Raton,  Florida,  May  4,  1987 

“Assumptions  and  Epiphanies” 


I  am  here  today  to  ask,  and  to  urge  you  to  ask,  several 
basic  questions  concerning  your  future,  questions  that 
I  hope  will  yield  useful  answers  as  you  review  the  many 
proposals  now  circulating  to  restructure  the  financial  sys¬ 
tem  in  this  country. 

Having  been  trained  as  a  lawyer,  I  find  that  analyzing  just 
about  anything  by  asking  pertinent  questions  comes  nat¬ 
urally  to  me.  But  I  also  know  that  it  doesn’t  work  for 
everybody. 

A  good  friend  of  mine  from  college,  now  a  doctor  in 
Houston,  has  tried  to  use  this  method  of  analysis  with  his 
patients  to  lead  them  to  their  own  conclusions  of  how  to 
follow  a  healthier  style  of  living.  His  experiences  frequently 
contradict  his  worthiest  intentions. 

About  a  year  ago,  a  man  turned  up  in  his  office  complain¬ 
ing  of  an  ulcer.  My  friend  the  doctor  asked  the  pertinent 
question:  Was  there  some  undue  stress,  he  inquired,  that 
might  be  causing  the  man  to  digest  his  stomach?  The 
man,  who  was  married,  thought  about  it  a  moment  and 
then  allowed  that  he  has  a  girlfriend  in  a  town  about 
seventy  miles  away  and  that  twice  a  week  he’s  been  driv¬ 
ing  an  old  pick-up  truck  over  to  see  her.  Since  the  pick-up 
frequently  broke  down,  he  was  often  late  in  getting  home, 
and  he  had  to  devise  fabulous  stories  to  tell  his  wife. 

The  doctor,  compassionately  but  sternly,  told  the  man  he 
had  to  make  a  hard  decision  about  his  personal  priorities 
if  he  was  ever  to  get  well.  The  patient  nodded  and  went 
away. 

Six  months  later  he  came  back  cured,  a  new  man.  My 
friend  the  doctor  congratulated  him  and  then  delicately 
inquired  if  he  had  made  some  change  in  his  life.  "Sure 
did,”  the  man  replied,  "I  bought  a  new  pick-up.” 

Doctors  are  often  the  target  of  humor,  but  attorneys  come 
under  fire  just  as  much,  if  not  more. 

It  seems  that  everyone  likes  to  see  lawyers  get  razzed, 
especially  when  a  lawyer  asks  a  question  he  doesn’t  know 
the  answer  to.  I  know  from  experience  that,  when  you  are 
a  lawyer,  asking  questions  you  don't  know  the  answer  to 
can  sometimes  result  in  a  problem. 

Not  too  long  ago,  a  friend  of  mine  from  law  school  was 
defending  the  railroad  in  a  train-automobile  crash  case. 
He  was  conducting  the  direct  examination  of  one  of  the 
locomotive’s  engineers  when  he  asked  this  question: 
"What  did  you  do  and  say  as  the  train  approached  the 
crossing?" 


The  engineer  replied:  "When  I  saw  the  car  stuck  on  the 
tracks,  I  ducked  down."  "And,"  said  the  lawyer,  "what 
did  you  say  to  the  other  gentlemen  in  the  engine9'  "I 
don’t  think  I  ought  to  repeat  it,”  said  the  engineer  Please 
go  ahead  and  tell  the  jury  what  you  said  as  you  ap¬ 
proached  the  crossing,"  my  friend  the  lawyer  said,  "we 
are  all  adults  here  in  the  courtroom  today.”  "I  really  don't 
think  you  will  appreciate  me  repeating  that,"  said  the  en¬ 
gineer.  Almost  out  of  patience,  my  friend  ordered:  "Tell 
the  jury  what  you  said."  And  the  engineer  replied  "All 
right.  I  said,  ’Oh,  my  God,  we’re  going  to  kill  another 
one.’” 

Part  of  the  reason  lawyers  are  the  target  of  humor,  I 
believe,  is  that  today  most  people  think  of  law  primarily 
as  a  mass  of  legislative,  administrative,  and  judicial  rules, 
procedures  and  techniques  —  a  set  of  devices  —  and 
not  as  a  way  of  knowing  and  shaping  reality,  as  the  law 
itself  was  viewed  in  the  not  too  distant  past. 

As  a  result,  no  contemporary  Blackstone  could  today 
write  Commentaries  on  the  Laws  of  England  for  an  au¬ 
dience,  not  just  of  lawyers,  but  of  all  educated  people, 
as  Blackstone  once  did. 

I  doubt  that  the  great  jurist  Oliver  Wendell  Holmes,  Jr., 
could  enter  a  class  of  law  students  today,  as  he  did  a 
century  ago,  and,  without  escaping  ridicule,  say:  "Your 
business  as  lawyers  is  to  see  the  relation  between  your 
particular  fact  and  the  whole  frame  of  the  universe." 

Holmes  understood  what  many  of  us  today  seem  to  have 
forgotten:  without  a  universal  context,  particular  facts  are 
wholly  precarious. 

We  can  look  at  law  as  merely  a  set  of  devices  to  achieve 
immediate  goals.  Or  we  can  look  at  law  as  a  means  by 
which  we  can  adapt  ourselves  to  our  environment,  and 
ultimately  our  environment  to  us. 

Thirty  years  ago,  J.W.  Hurst  wrote  a  small,  but  influen¬ 
tial,  book  titled  Law  and  the  Conditions  of  Freedom  in 
the  Nineteenth-Century  United  States.  Needless  to  say, 
it  was  never  the  basis  of  a  major  motion  picture  —  or  a 
minor  one  for  that  matter.  In  the  book  Hurst  pointed  out 
that  a  legal  revolution  occurred  in  the  United  States  in 
the  century  after  our  War  of  Independence  from  Great 
Britain. 

British  colonists  arrived  in  this  country  carrying  the  Eng 
lish  common  law  with  them.  It  soon  became  apparent 
however,  that  the  English  common  law  was  ill-suited  to 
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the  construction  of  a  new,  continental  nation.  The  English 
law  assumed  a  static  social  and  economic  environment 
and  sought  to  balance  the  vested  interests  of  all  English¬ 
men  from  the  Crown  to  the  commoners. 

Throughout  the  nineteenth  century,  Hurst  wrote,  the  peo¬ 
ple  of  the  United  States  consciously  forged  a  new  legal 
order  based  on  this  social  consensus:  under  the  dynamic 
conditions  of  life  in  the  New  World,  progress  results  from 
the  productive  energy  of  the  people.  And  he  concluded 
that  our  nineteenth-century  ancestors  saw  the  law  as  a 
means  of  releasing  that  energy  and  they  adapted  the  laws 
so  that  the  law  would  promote  the  progress  they  desired. 

In  the  Old  World,  resources  were  scarce  and  the  law  fo¬ 
cused  on  how  they  would  be  divided.  In  the  New  World, 
resources  were  abundant  and  the  laws  were  changed 
so  that  these  resources  could  be  developed. 

What,  you  ask,  does  this  have  to  do  with  banking  today? 
I  suggest  that  it  has  a  great  deal  of  relevance  as  you  con¬ 
sider  various  frameworks  that  have  been  proposed  for 
developing  the  opportunities  abundant  in  the  new  world 
of  financial  services  —  a  world  that  has  evolved,  in  large 
part,  as  a  result  of  technology. 

These  proposals  all  involve  some  degree  of  protective 
separation  of  banking  from  other  financial  activities.  Most 
of  the  proposals  that  have  been  made  rely  on  the  bank 
holding  company  structure. 

One  of  the  proposals  now  circulating  would  limit  the  ac¬ 
tivities  of  a  bank,  defined  as  an  entity  that  takes  insured 
deposits,  to  investing  only  in  U.S.  Treasury  and,  perhaps, 
other  ‘  risk-free'’  securities,  but  would  impose  no  other 
restrictions  on  the  activity  of  the  other  parts  of  the  hold¬ 
ing  company. 

The  proposal  put  forth  by  Gerald  Corrigan,  President  of 
the  Federal  Reserve  Bank  of  New  York,  would  also  re¬ 
quire  new  activities  to  be  conducted  in  a  subsidiary  of 
the  holding  company.  Gerry  Corrigan,  however,  would 
restrict  the  new  activities  of  bank  affiliates  to  those  that 
are  of  a  "financial”  nature. 

In  considering  these  proposals,  and  others  that  are  cir¬ 
culating,  I  suggest  that  before  you  analyze  their  details, 
you  first  ask  yourselves  several  basic  question  about  each 
proposal  as  a  whole. 

Ouestions  like  What  do  we  want  to  end  up  with  when 
we  finish  the  process9 

Questions  like  What  or  who  are  we  trying  to  protect9 

Without  a  clear  understanding  of  the  answers  to  these 
questions,  /ve  run  a  great  risk  when  dealing  with  the 


specifics.  We  need  a  clear  context  within  which  to  place 
those  details,  for  facts  without  context  are  precarious. 

It  seems  to  me  that  the  “threshold”  question  should  be: 
“Is  this  proposed  framework  really  aimed  at  taking  ad¬ 
vantage  of  the  opportunities  presented  by  the  new  finan¬ 
cial  world9” 

On  its  face,  each  one  of  the  proposals  now  circulating 
makes  that  claim.  But  each  one  makes  assumptions,  as¬ 
sumptions  that  need  to  be  examined,  to  evaluate  whether 
their  claim  is  true. 

For  example,  a  proposal  may  simply  assume  that  there 
is  a  line  between  finance  and  commerce  that  must  be 
maintained.  Is  there,  in  fact,  such  a  line9  Should  there 
be  such  a  line? 

When  I  see  retailers,  automakers,  conglomerates  and 
others  providing  financial  services  that  banks  provide,  I 
fail  to  see  a  line  between  finance  and  commerce. 

Those  who  claim  that  such  a  line  exists  point  to  history. 
Those  who  claim  that  it  doesn’t  exist  point  to  history.  But 
history  isn’t  such  a  good  foundation  to  base  anyone’s  ar¬ 
gument  on. 

Both  parties  claim  that  history  is  on  their  side  —  and  his¬ 
tory  does  provide  support  to  both  claimants  —  but  it  set¬ 
tles  nothing. 

Many  of  the  advocates  of  the  separation  of  finance  and 
commerce  see  separation  as  an  end  in  itself.  Others  see 
separation  as  keeping  a  lid  on  supervisory  burdens.  Still 
others  see  it  as  a  means  to  preserve  competition  in  all 
markets. 

What  is  the  proper  perspective? 

To  the  extent  that  one  should  be  concerned  at  all  about 
whether  finance  should  be  separated  from  commerce  — 
and  I’m  not  convinced  that  anyone  should  be  concerned 
—  separation  would  be  seen  as  one,  but  surely  not  the 
exclusive,  means  toward  the  end  of  preserving  competi¬ 
tion  in  the  financial  and  other  markets. 

How  well  separation  achieves  that  end  should  be 
weighed  against  the  costs  it  imposes,  including  the 
cost  of  limiting  profit  opportunities  for  banking  organi¬ 
zations. 

Moreover,  those  costs  and  benefits  should  be  compared 
to  the  costs  and  benefits  of  other  means  of  preserving 
competition,  such  as  enforcement  of  the  antitrust  laws. 

I  am  confident  that,  if  this  cost/benefit  analysis  is  carried 
out,  other  means  of  preserving  competition  will  be  found 
more  cost  effective. 
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Some  of  the  proposals  make  the  claim  that  the  holding 
company  must  be  the  means  through  which  banks  ex¬ 
ercise  new  financial  powers.  Why,  I  urge  you  to  ask,  do 
they  make  this  assumption7  To  make  the  job  of  financial 
supervision  easier?  To  maintain  regulatory  control  over 
the  future  evolution  of  financial  institutions7  To  provide  in¬ 
sulation  to  the  deposit  insurance  fund7  To  insulate  the 
payments  system7 

If  deregulation  is  the  objective  of  the  exercise,  why  im¬ 
pose  a  framework  that  continues  —  and  perhaps  en¬ 
hances  —  the  role  of  regulatory  authorities  in  the  finan¬ 
cial  world?  Perhaps  some  organizational  separation  is 
needed  to  meet  concerns  about  the  deposit  insurance 
fund  and  fair  competition.  But  does  this  organizational 
separation  have  to  come  in  the  form  of  holding  compa¬ 
nies?  What  magical  power  resides  in  the  holding  com¬ 
pany  form? 

Bank  holding  companies  were  originally  intended  as  a 
way  to  avoid  geographic  restrictions  on  banking.  They 
managed  to  do  so,  for  a  while,  until  regulation  caught  up 
with  them. 

Later,  bank  holding  companies  were  aimed  at  providing 
banking  organizations  a  way  to  avoid  restrictions  on  the 
kinds  of  nonbank  products  they  could  offer  as  well  as 
where  they  could  offer  them.  They  managed  to  do  so, 
for  a  while,  until  regulation  caught  up  with  them. 

Certainly,  today  the  holding  company  as  a  corporate  form 
can  provide  efficiency,  centralized  management  and  a 
host  of  other  financial  and  organizational  benefits  to  bank¬ 
ing  organizations.  But  the  holding  company  is  not  the  only 
business  form  that  can  provide  these  benefits.  And  there 
do  not  appear  to  me  to  be  conclusive  arguments  for  the 
exclusive  use  of  the  holding  company  form  as  the  device 
for  financial  authority  expansion. 

In  looking  at  financial  system  restructuring,  we  must  ask: 
Should  not  businesses  themselves  determine  which  form 
of  organization  suits  their  needs7 

Perhaps  the  strongest  argument  for  the  use  of  the  hold¬ 
ing  company  form  addresses  political  concerns.  The  cur¬ 
rent  law  was  designed,  in  part,  to  address  concerns  relat¬ 
ing  to  the  accumulation  and  concentration  of  economic 
power. 

Certainly  the  historical  record  shows  that  concentration 
was  on  the  minds  of  some  lawmakers  when  our  current 
bank  holding  company  law  was  created.  And,  under¬ 
standably,  these  concerns  should  be  just  as  valid  tomor¬ 
row  as  they  were  in  years  past.  But  I  believe  these  con¬ 
cerns  can  be  met  through  enforcement  of  antitrust  laws 
more  effectively  than  they  can  be  met  through  recon¬ 
structing  the  financial  framework  of  tomorrow  to  relfect 
the  framework  of  today. 


The  holding  company  concept  originated  as  a  banking 
loophole  for  geographic  expansion.  It  grew  as  a  loophole 
for  product  diversification. 

How  ironic  that  today  some  are  advocating  it  as  the  ve¬ 
hicle  to  carry  us  to  greater  deregulation  —  deregulation 
that  would  exist  somehow  under  the  continued  regula¬ 
tion  that  these  proposals  entail. 

If  “deregulatory  regulation”  is  an  oxymoron,  then  these 
proposals  would  turn  bank  holding  companies  into  oxy¬ 
moron  carts. 

Similarly,  I  would  urge  you  to  ask  yourselves  whether  it 
is  necessary  to  include  restructuring  of  the  payments  sys¬ 
tem  in  any  proposed  framework,  as  is  proposed  by  Gerry 
Corrigan.  Gerry’s  recommendation  for  supervising  firms 
with  access  to  the  large-dollar  payments  system  implies 
that  the  Federal  Reserve’s  supervisory  role  will  be 
broadened. 

Although  he  does  not  make  clear  what  the  relative  roles 
of  the  regulators  of  the  components  of  a  bank,  thrift  or 
other  financial  holding  company  under  his  plan  would 
be,  it  is  clear  that  the  federal  government’s  intervention 
in  the  financial  markets  would  be  significantly  expanded. 

Do  we  need  to  regulate  all  the  activities  of  the  payments 
system  user  to  protect  the  system7  Or  can  we  develop 
rules  governing  payments  use  that  would  provide  the 
necessary  protection  without  imposing  a  host  of  unrelat¬ 
ed  supervisory  and  regulatory  requirements  on  the  user 
of  the  system?  Perhaps  we  will  conclude  that  all  the  ac¬ 
tivities  of  the  user  must  be  regulated.  But  I  hope  you 
would  agree  with  me  that  such  regulation  should  be  im¬ 
posed  only  if  there  is  a  compelling  reason  to  do  so. 

Finally,  I  would  urge  you  to  ask  yourselves  when  analyzing 
every  proposal  to  restructure  the  financial  system  whether 
the  proposal  recognizes  the  fact  that  product  diversifica¬ 
tion  itself  protects  bank  capital  and  insured  deposits  by 
expanding  opportunities  for  the  diversification  of  assets 
and  income. 

What  restructuring  comes  down  to,  I  believe,  is  a  basic 
choice.  Will  we  view  the  law  governing  our  financial  sys¬ 
tem,  the  legislation,  the  rules  and  the  regulations,  as  a 
means  of  balancing  vested  interests,  including  those  of 
government,  in  a  static  environment?  Or  will  we  use  it  to 
shape  a  new  reality  from  the  expanded  opportunities  that 
the  new,  dynamic  financial  world  presents7 

I  hope  that  the  questions  I  have  asked  today  will  help  you 
recognize  and  question  some  of  the  assumptions,  explicit 
and  implicit,  that  underlie  the  proposals  now  circulating 
on  restructuring.  And  I  assure  you  that  we  at  the  OCC 
are  asking  ourselves  the  same  questions  as  we  continue 
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to  work  to  design  an  appropriate  supervisory  framework 
within  which  banking  activities  can  be  expanded. 

We  are  asking  those  questions,  and  we  are  working,  with 
a  sense  of  urgency,  because  we  believe  that  the  uncer¬ 
tainty  over  the  structure  of  the  financial  system,  and  bank¬ 
ing's  place  m  that  structure,  has  lingered  long  enough. 

Recently  I  came  across  an  observation  in  the  American 
Banker  by  a  good  friend  to  many  of  us,  Raoul  Edwards. 
Raoul  wrote  "Many  bankers  believe  —  and  the  belief  is 
supported  by  some  top-notch  groups  outside  the  indus¬ 
try  —  that  much  of  the  (Depression-era  legislation  em¬ 
bodied  in  financial  industry  regulation)  is  too  restrictive 


.  .  .  many  of  the  rules  do  not  reflect  the  vast  changes  over 
the  past  28  years  in  business  and  finance  generally." 

That’s  right,  I  said  28  years.  Raoul  made  this  observa¬ 
tion  in  1962  —  and  it’s  just  as  true  today  as  it  was  a  quar¬ 
ter  of  a  century  ago. 

Now  that  the  issue  of  the  future  of  financial  services  has 
matured  from  that  of  "expanded  powers"  to  that  of 
"modernization"  and  "restructuring,"  we  have  a  new  op¬ 
portunity  to  free  ourselves  from  turf  battles. 

In  doing  so  we  may  have  to  ask  many  questions  we  don’t 
know  the  answer  to  —  but  the  sooner  we  ask  them,  the 
sooner  we’ll  be  able  to  find  the  answers. 


Statement  of  Robert  L.  Clarke,  Comptroller  of  the  Currency,  before  the  Senate 
Committee  on  Banking,  Housing  and  Urban  Affairs,  Washington,  D.C.,  May  21, 1987 


Mr.  Chairman  and  members  of  the  Committee,  I  am  here 
today  to  respond  to  your  invitation  to  discuss  the  current 
condition  of  the  national  banking  system  and  other  mat¬ 
ters.  In  summary,  the  national  banking  system  is  sound 
and  public  confidence  remains  generally  high.  However, 
it  must  be  noted  that  a  significant  number  of  national 
banks  lost  money  in  1986,  and  banking  industry  profita¬ 
bility  has  declined  for  the  sixth  consecutive  year.  Asset 
quality,  particularly  among  banks  in  certain  areas  of  the 
country  adversely  impacted  by  depressed  agriculture 
and  energy-related  economies,  is  deteriorating.  And,  in 
1986  national  bank  failures  reached  their  highest  level 
in  years,  although  the  size  of  the  failed  institutions  was 
generally  small. 

Bank  managers  appear  to  be  aggressively  addressing 
their  asset  quality  problems  and,  as  troubled  sectors  of 
the  economy  improve,  some  of  the  national  banks  with 
losses  in  1986  should  return  to  profitability. 

There  is  a  disturbing  longer  term  trend,  however,  which 
indicates  that  profitability  and  asset  quality  may  continue 
to  deteriorate.  In  addition  to  the  sectoral  economic 
problems,  commercial  banks  face  increasingly  intense 
competition.  Current  laws  and  regulations  limit  the  abil¬ 
ity  of  commercial  banks  to  respond  to  this  competition. 

I  am  concerned  that  unless  something  is  done  to  give 
banks  additional  flexibility  to  respond  to  competitive  pres¬ 
sures,  there  exists  the  potential  for  an  erosion  of  the  safety 
and  soundness  of  the  banking  system. 

In  my  testimony  today,  I  will  begin  by  reviewing  data 
regarding  current  levels  of  bank  capital,  asset  quality, 
earnings,  and  liquidity  I  will  also  discuss  the  financial  and 
operating  characteristics  of  the  ten  largest  national  banks 
m  order  to  respond  to  specific  questions  that  were  posed 
in  /our  letter 


Following  this  data  review,  I  will  evaluate,  in  more  detail, 
developments  relating  to  agricultural  lending,  oil  and  gas 
lending,  and  international  lending.  I  will  then  discuss  the 
OCC’s  approach  to  supervising  banks  and  ensuring  com¬ 
pliance  with  laws  and  regulations.  I  will  also  describe  our 
proposed  risk-adjusted  capital  guidelines.  After  respond¬ 
ing  to  several  other  concerns  expressed  in  your  letter,  I 
will  conclude  by  discussing  my  strong  belief  that  banks 
need  to  have  additional  flexibility  in  determining  the  man¬ 
ner  in  which  they  can  most  effectively  respond  to  the  eco¬ 
nomic  and  competitive  challenges  they  face. 

The  Financial  Condition  of  National  Banks 

Earnings.  In  1986,  the  profitability  of  national  banks  as 
a  group  declined  for  the  sixth  consecutive  year.  Nearly 
one  in  five  national  banks  lost  money  in  1986,  and  many 
more  national  banks  had  inadequate  earnings.  The  me¬ 
dian  return  on  assets  (ROA)  and  the  median  return  on 
equity  (ROE)  for  all  national  banks  were  each  about  30 
percent  below  there  levels  in  1980,  and  they  declined  by 
approximately  10  percent  in  the  past  year  alone.  The  ag¬ 
gregate  net  income  of  national  banks  fell  last  year,  despite 
an  increase  in  earning  assets. 


Year 

Table  1 

Return  on  Assets 

(All  National  Banks) 

Median 

Mean 

1980 

1.11% 

0  73% 

1981 

1.08 

0.71 

1982 

1  04 

0  66 

1983 

0.97 

0  60 

1984 

0.92 

0  58 

1985 

0  88 

0  63 

1986 

0.78 

0  58 

Source 

Call  Reports 
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Year 

Table  2 

Return  on  Equity 

(All  National  Banks) 

Median 

Mean 

1980 

13.93% 

13.37% 

1981 

13  47 

13.03 

1982 

12.97 

11.90 

1983 

12.19 

10  68 

1984 

11.56 

9  96 

1985 

11.15 

10.74 

1986 

9.59 

9.84 

Source: 

Call  Reports 

Unfortunately,  there  is  no  single,  simple  explanation  for 
this  decline  in  overall  bank  profitability;  there  are  several 
forces  at  work.  I  will  focus  my  comments  on  two  prin¬ 
cipal  factors,  eroding  asset  quality  and  increasing  com¬ 
petition. 

The  erosion  in  asset  quality  has  been  especially  acute 
for  banks  located  in  areas  with  economies  heavily  de¬ 
pendent  on  agricultural  or  oil  and  gas  operations.  In  those 
areas,  local  economic  weaknesses  have  resulted  in  ris¬ 
ing  loan  losses  and  diminishing  loan  demand.  Greater 
chargeoffs  have  forced  banks  to  increase  loan  loss  pro¬ 
visions.  This,  of  course,  has  reduced  their  earnings. 

The  increasing  competition  has  come  largely  from  non¬ 
bank  providers  of  financial  services.  Traditional  bank  cus¬ 
tomers,  both  large  and  small,  no  longer  rely  solely  on 
banks  to  provide  their  basic  financial  services,  and  banks 
face  limitations  on  their  ability  to  respond  to  the  increased 
competition. 

Whatever  competitive  advantage  the  typical  insured  com¬ 
mercial  bank  once  had  is  fast  disappearing.  Since  1 980, 
for  example,  banks'  share  of  the  automobile  loan  mar¬ 
ket  has  declined  from  52.7  percent  to  41.1  percent. 
Banks  also  have  lost  significant  prime  corporate  cus¬ 
tomers  to  the  commercial  paper  market,  which  has  dou¬ 
bled  in  size  since  1980.  This  has  produced  a  correspond¬ 
ing  reduction  in  the  quality  of  their  loan  portfolios.  The 
diminished  quality  of  the  loan  portfolios  has  resulted  in 
greater  loan  losses  and  a  decline  in  earnings. 

Banks  have  supplemented  their  loan  income  through 
securities  trading  and  by  offering  services  that  generate 
fee  income.  In  1986,  these  noninterest  sources  of 
revenue,  which  include  income  from  fiduciary  activities, 
service  charges,  income  from  trading  account  activities, 
gams  and  losses  from  securities  and  foreign  exchange 
transactions,  and  miscellaneous  other  noninterest  in¬ 
come,  amounted  to  $25.2  billion  at  national  banks,  com¬ 
pared  to  $8.5  billion  in  1980.  Noninterest  income  was 
nearly  45  percent  as  large  as  net  interest  income  in  1986, 
compared  to  only  27  percent  in  1980. 


Two  trends  are  evident  in  the  data  First,  the  percentage 
of  banking  income  coming  from  noninterest  sources  is 
increasing.  Second,  noninterest  income  makes  a  large 
contribution  to  income  at  larger  banks  than  at  smaller 
banks. 

Table  3 

Noninterest  Income  As  a  Percent  of  Net  Interest  Income 

(All  National  Banks) 


Year 

Median 

Mean 

1980 

12.27% 

27  09% 

1981 

12  67 

29  45 

1982 

13.51 

30  61 

1983 

14.98 

34  74 

1984 

16.29 

36.36 

1985 

18.14 

38.71 

1986 

21.24 

44  78 

Source: 

Call  Reports 

Table  4 

Noninterest  Income  As  a  Percent  of  Net  Interest  Income 

(Ten  Largest  Banks) 

Year 

Median 

Mean 

1980 

32  14% 

36  46% 

1981 

35.53 

42.51 

1982 

40.03 

41.60 

1983 

42.67 

43.52 

1984 

42.26 

44  37 

1985 

47.47 

47.31 

1986 

57.02 

56  84 

Source: 

Call  Reports 

Asset  Quality. 

National  banks 

have  suffered  a 

pronounced  decline  in  asset  quality  during  the  past  5 
years.  As  will  be  explained  in  more  detail  later,  the  ero¬ 
sion  in  asset  quality  has  many  causes.  Principal  among 
them  have  been  disinflation,  sectoral  economic  weak¬ 
nesses,  and  a  narrowing  of  the  universe  of  bank  cus¬ 
tomers.  The  result  has  been  a  surge  in  loan  losses. 

Table  5 

Net  Loan  Losses  As  a  Percent  of  Average  Total  Loans 

(All  National  Banks) 

Year 

Median 

Mean 

1980 

0  24% 

0  37o/o 

1981 

0  26 

0  35 

1982 

0  35 

0  59 

1983 

0  34 

0  70 

1984 

0  37 

0  86 

1985 

0  55 

0  88 

1986 

0.71 

1  01 

Source 

Call  Reports 
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Unfortunately,  the  future  promises  no  quick  turnaround. 
An  increasing  percentage  of  bank  loans  have  interest  or 
principal  payments  that  are  past  due,  some  by  more  than 
90  days.  As  a  percentage  of  all  loans,  problem  loans  have 
risen  by  more  than  20  percent  in  the  past  2  years. 

Capital.  A  bank's  primary  capital  is  a  buffer  available  to 
absorb  unexpected  losses  that  cannot  be  covered  by  its 
current  earnings.  By  providing  such  a  buffer,  primary  cap¬ 
ital  reduces  the  probability  of  bank  failure. 

While  there  is  ample  room  for  disagreement  as  to  what 
constitutes  an  adequate  level  of  capital,  I  believe  that  the 
national  banking  system,  as  a  whole,  is  adequately  capi¬ 
talized  In  light  of  rising  loan  losses  and  regulatory  en¬ 
couragement,  national  banks  have  significantly  aug¬ 
mented  their  primary  capital  during  the  past  5  years. 
Since  1980,  primary  capital  at  national  banks  has  nearly 
doubled,  rising  from  $65.9  billion  in  1980  to  $124.6  bil¬ 
lion  in  1986  Primary  capital  has  increased  relative  to  total 
assets  as  well  The  average  primary  capital  ratio  was  ap¬ 
proximately  6.3  percent  in  1980  and  7.5  percent  in  1986. 


Table  6 

Primary  Capital  As  a  Percent  of  Average  Total  Assets 

(All  National  Banks) 


Year 

Median 

Mean 

1980 

8  43% 

6.27% 

1981 

8.41 

6.33 

1982 

8  47 

6.38 

1983 

8  46 

6  59 

1984 

8  50 

7.10 

1985 

8.51 

7.34 

1986 

8  32 

7  49 

Source 

Call  Reports 

Much  of  the  increase  in  primary  capital  that  has  taken 
place  has  been  in  the  form  of  additions  to  loan  loss 
reserves.  Typically,  a  bank  adds  to  Its  loan  loss  reserve 
when  it  identifies  areas  of  potential  weakness  in  its  loan 
portfolio  Thus  one  implication  of  the  increasing  level  of 
reserves  is  that  banks  expect  higher  loan  losses  in  the 
future  Another  is  that  banks,  by  adding  to  the  reserve, 
are  taking  steps  to  cushion  future  earnings  against  pos¬ 
sible  asset  quality  problems.  Significantly,  even  without 
the  reserve,  bank  capital  has  increased  substantially 
since  1980. 

The  increase  in  capital  has  been  most  pronounced  at  the 
argest  banks  The  median  primary  capital  ratio  at  the 
ter  largest  national  banks  increased  from  4  6  percent  in 
1980  to  6  9  percent  m  1986  All  have  capital  within  cur¬ 
rent  regulatory  guidelines 


Table  7 


Average  Equity  Capital  and  Loan  Loss  Reserves  Ratios 

(All  National  Banks) 


Year 

Equity  Capital 
Assets 

Loan  Loss  Reserves 
Assets 

Primary  Capital 
Assets 

1980 

5  70 

0  57 

6  27 

1981 

5  73 

0  60 

6  33 

1982 

5  73 

0  65 

6  38 

1983 

5.87 

0.72 

6.59 

1984 

6.11 

0.81 

7  10* 

1985 

6.17 

0  93 

7.34* 

1986 

6.16 

1.09 

7  49* 

*  Includes  minority  interests  and  qualifying  mandatory  convertible  debt. 
Source:  Call  Reports 


Liquidity.  Liquidity  is  a  bank’s  most  important  safeguard 
against  funding  difficulties.  Even  the  most  well-managed 
banks  may  be  vulnerable  to  a  sudden  erosion  of  market 
confidence.  For  that  reason,  the  OCC  monitors  the  diver¬ 
sity  and  stability  of  funding  sources  and  the  liquidity  of 
assets,  particularly  at  the  largest  banks. 

Bank  liquidity  positions  have  improved  since  1980  as  de¬ 
pendence  on  volatile  liabilities  have  lessened.  Increased 
bank  competitiveness  for  retail  deposits  and  lessons  der¬ 
ived  from  the  experience  of  Continental  Illinois  National 
Bank  have  caused  many  bank  managers  to  reduce  their 
dependence  on  wholesale  funds  and  to  seek  more  sta¬ 
ble  retail  deposits.  This  trend  has  been  evident  at  banks 
of  all  sizes. 

Table  8 

Volatile  Liabilities  As  a  Percent  of  Total  Assets 

(All  National  Banks) 


Year 

Median 

Mean 

1980 

9.97% 

43.51% 

1981 

11.26 

45.07 

1982 

11.44 

43  32 

1983 

10.33 

38.92 

1984 

11.72 

37  04 

1985 

11.85 

37  06 

1986 

10.81 

35.36 

Volatile 

liabilities  are  defined 

as  all  time 

deposits  over  $1 00,000,  foreign-office  depos¬ 
its,  federal  funds  purchased  and  securities 
sold  under  agreements  to  repurchase,  interest- 
bearing  demand  notes  issued  to  the  U  S. 

Treasury,  and  other  liabilities  for  borrowed 
money. 

Source  Call  Reports 

The  effect  of  brokered  deposits  on  national  bank  liquid¬ 
ity  remains  quite  small.  As  of  December  31,1 986,  only 
338  national  banks,  or  less  than  7  percent  of  all  national 
banks,  reported  any  brokered  deposits.  At  most  of  these 
banks,  brokered  deposits  comprised  less  than  5  percent 
of  total  deposits.  The  use  of  brokered  deposits,  however, 


does  raise  supervisory  concerns,  particularly  among  trou¬ 
bled  banks.  Therefore,  the  OCC  exercises  a  wide  range 
of  restrictions  and  limitations  on  brokered  deposits  on  a 
case-by-case  basis. 

Failed  Banks.  More  banks  failed  in  1986  than  in  any  year 
since  1933.  A  total  of  136  insured  commercial  banks 
failed,  of  which  48  were  national  banks.  An  additional 
seven  banks  were  granted  open  bank  financial  assistance 
by  the  FDIC.  As  of  May  15  of  this  year,  75  insured  com¬ 
mercial  banks  had  failed,  30  of  which  were  national 
banks.  Three  banks  had  been  provided  open  bank  as¬ 
sistance. 

Two  points  should  be  made  concerning  bank  failures. 
First,  failed  banks  are  generally  very  small.  Only  three 
failed  banks  in  1986  had  more  than  $100  million  in  as¬ 
sets.  Total  failed  bank  assets  amounted  to  $6.9  billion  last 
year,  or  approximately  0.3  percent  of  all  commercial  bank 
assets.  The  national  banks  that  failed  in  1986  had  $3.2 
billion  in  assets,  or  0.2  percent  of  all  national  bank  as¬ 
sets.  Half  of  that  total,  $1.6  billion,  was  the  result  of  one 
failure.  Asset  size  at  the  other  failed  national  banks  aver¬ 
aged  $35  million. 

Second,  the  majority  of  national  bank  failures  last  year 
were  located  in  areas  of  the  country  that  have  ex¬ 
perienced  economic  problems  in  agriculture  and  ener¬ 
gy.  In  1986,  17  national  agricultural  banks  and  13  national 
energy  banks  failed;  these  banks  represented  more  than 
60  percent  of  all  national  bank  failures.  Two-thirds  of  all 
national  banks  that  failed  last  year  were  located  in  just 
four  states,  each  with  extensive  agricultural  or  oil  and  gas 
activity  —  Texas,  Oklahoma,  Iowa,  and  California. 

Problem  Banks.  As  with  failed  banks,  the  number  of 
problem  banks  has  increased  rapidly  since  1980.  As  of 
May  12  of  this  year,  7  percent  of  all  national  banks,  319 
in  total,  were  on  the  list  of  problem  institutions  (those  with 
CAMEL  ratings  of  4  or  5).  This  compares  to  about  1  per¬ 
cent  of  national  banks,  51  in  total,  in  1980. 

Asset  Quality  Problems:  A  Closer  Look 

A  continuing  source  of  concern  about  commercial  banks, 
including  national  banks,  has  been  the  rise  in  problem 
assets  and  loan  chargeoffs  through  the  fourth  year  of  the 
economic  recovery.  Most  credit  quality  problems  have 
been  concentrated  in  economic  sectors  hurt  by  disinfla¬ 
tion.  In  addition,  large  multinational  banks  and  some 
regional  banks  have  faced  difficulties  from  substantial  ex¬ 
posures  to  economically  distressed  Latin  American 
countries. 

Sectoral  Economic  Problems.  The  financial  stress  faced 
by  borrowers  in  economic  sectors  dependent  on  agricul¬ 
ture  and  the  oil  and  gas  industry  has  been  well  publi¬ 


cized  Though  there  is  some  room  for  optimism,  it  is  not 
clear  today  that  conditions  in  either  economic  sector  will 
improve  substantially  in  the  near-term. 

Rapid  increases  in  the  productive  capacity  of  foreign  agri¬ 
cultural  producers  will  make  it  difficult  to  return  to  previ¬ 
ous  levels  of  U  S.  agricultural  exports  U  S.  agriculture  still 
carries  a  heavy  debt  burden  and  is  challenged  by  ongo¬ 
ing  productivity  increases  and  weak  commodity  prices. 
Although  recent  reports  suggest  that  farm  land  prices 
may  be  stabilizing  and  optimism  is  expressed  about  farm 
incomes  for  1987,  these  developments  appear  to  be 
largely  dependent  on  the  continuation  of  substantial  fed¬ 
eral  government  agricultural  subsidies. 

Many  agricultural  banks  have  identified  their  problem 
loans  and  have  built  up  reserves.  We  have  encouraged 
them  to  work  with  their  borrowers  in  restructuring  problem 
loans  where  there  is  promise  of  recovery.  Most  banks  also 
have  been  more  conservative  in  providing  new  loans. 
While  I  expect  that  some  agricultural  banks  will  report 
improved  earnings  this  year,  many  banks  in  agricultural 
areas  will  continue  to  suffer  from  poor  asset  quality  and 
low  earnings.  Until  these  banks  are  able  to  diversify  their 
asset  portfolios  and  income  sources,  they  will  remain 
highly  vulnerable  to  downturns  in  the  agricultural  sector. 

Similarly,  prospects  have  not  brightened  materially  in  the 
oil  and  gas  industry.  While  the  increase  of  crude  oil  prices 
during  the  past  6  months  has  lessened  some  of  the  finan¬ 
cial  pressure  on  borrowers  in  the  energy  industry,  the 
domestic  U.S.  oil  and  gas  business  is  still  shrinking.  Given 
the  damage  to  the  domestic  oil  industry  in  recent  years, 
any  significant  recovery  will  likely  take  time,  even  if  prices 
move  substantially  above  current  levels. 

The  volume  of  nonaccrual  oil  and  gas  loans  declined 
slightly  in  the  last  quarter  of  1986.  Oil  and  gas  nonaccru¬ 
als  still  remain  about  four  times  higher  than  the  national 
average  for  commercial  loans,  however.  Like  banks  in  the 
farm  sector,  banks  in  areas  of  the  country  heavily  depen¬ 
dent  on  oil  and  gas  production  will  carry  a  heavy  bur¬ 
den  of  problem  loans  for  some  time  to  come 

A  third  source  of  concern  for  banks  is  their  real  estate 
loans.  High  levels  of  nonperforming  real  estate  loans  may 
adversely  affect  earnings  at  some  banks.  Overbuilding, 
industry  contraction,  and  weak  local  economies  have  led 
to  high  vacancy  rates  for  commercial  real  estate  and  in¬ 
creasing  residential  foreclosure  rates  in  many  areas,  par¬ 
ticularly  in  the  energy-producing  regions  of  the  South¬ 
west.  In  these  areas,  the  volume  of  problem  real  estate 
loans  is  rising,  and  further  deterioration  may  occur 

International  Lending.  Earnings  at  large  multinational  and 
some  regional  banks  are  suffering  as  a  result  of  loans 
to  less  developed  countries,  many  of  which  have  found 
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it  difficult  to  service  their  debts.  Obligations  of  some  of 
the  larger  economies,  such  as  Brazil,  have  been  placed 
on  nonaccrual  status,  significantly  reducing  earnings  in 
some  banks  Debt  reschedulings,  particularly  in  the  form 
of  extensions  of  the  repayment  period,  have  occurred, 
and  deterioration  in  some  country  debt  has  resulted  in 
mandated  reserves  pursuant  to  the  International  Lend¬ 
ing  Supervision  Act  of  1983. 

Some  debtor  countries  have  made  progress  toward 
restoring  their  liquidity,  adjusting  their  economies,  and 
servicing  their  debt  obligations.  These  efforts  have  been 
assisted  by  financial  arrangements  from  creditor  banks, 
creditor  countries,  and  multilateral  institutions. 

Nevertheless,  we  see  no  quick  end  to  the  international 
debt  problem.  Its  resolution  can  only  come  from  deliber¬ 
ate  and  concerted  collective  action  within  a  generally 
favorable  global  economic  environment.  We  expect  such 
collective  action  to  continue,  as  evidenced  by  renewed 
economic  reforms  and  recently  completed  debt  negoti¬ 
ations  in  a  number  of  countries.  Individual  countries  will 
progress  differently  because  of  their  varying  internal  po¬ 
litical  processes,  as  well  as  their  specific  susceptibilities 
to  the  global  markets  for  their  exports  and  imports.  In  the 
meantime,  we  will  continue  to  encourage  banks  with  sig¬ 
nificant  international  exposures  to  build  capital. 

Current  Supervisory  Initiatives 

As  the  supervisor  of  the  national  banking  system,  the 
OCC  plays  an  important  role  in  minimizing  the  negative 
impact  that  national  bank  failures  and  troubled  national 
banks  can  have  on  the  safety  and  soundness  of  the  bank¬ 
ing  system.  The  success  of  our  supervisory  efforts  can¬ 
not  be  judged,  however,  simply  by  looking  at  the  rate  of 
bank  failures.  Our  supervisory  system  is  not  designed  to 
eliminate  bank  failures;  to  do  so  would  require  either  the 
nationalization  of  the  banking  industry  or  the  elimination 
of  all  risk— one  consequence  of  which  would  be  to  pre¬ 
clude  banks  from  playing  an  active  role  in  funding  the 
nation's  economic  growth. 

In  today's  era  of  economic  volatility  and  changing  mar¬ 
ket  forces,  bank  supervision  is  increasingly  challenging. 
We  have  undertaken  several  initiatives  aimed  at  enhanc¬ 
ing  our  ability  to  support  systemic  stability. 

Methods  of  Supervision.  The  volatility  of  economic  con¬ 
ditions  presents  challenges  to  bank  directors  and 
managers.  A  recent  analysis,  by  a  former  Federal  Reserve 
System  economist,  found  that  inadequate  management 
practices  were  typically  the  direct  cause  of  problems  at 
banks  whose  difficulties  came  to  light  in  1984,  1985,  and 
'986  The  importance  of  management  was  also  empha¬ 
sized  n  a  recenf  speech  by  John  G  Medlm,  Jr.,  the  presi¬ 
ded  and  chief  executive  officer  of  First  Wachovia  Corpo¬ 


ration.  Mr.  Medlm  noted  that  one  of  the  answers  to  the 
challenges  facing  bankers  today  l'.  .  may  be  found  in 
reviewing  the  nature  of  banking  and  examining  the  prin¬ 
ciples  of  good  management.” 

As  bank  supervisors,  we  have  found  that  we  can  be  most 
productive  by  focusing  on  the  risks  to  the  system  as  a 
whole  and  concentrating  on  those  risks  before  they  result 
in  systemic  problems.  A  large  part  of  that  involves  evalu¬ 
ating  how  well  bank  management  is  able  to  anticipate 
and  deal  with  problems  at  their  respective  banks  when 
the  problems  arise.  Examination  resources  are  now  being 
allocated  on  the  basis  of  our  judgment  of  where  systemic 
risks  to  banking  lie.  Our  approach  to  supervision  relies 
on  the  knowledge  and  ability  of  examiners  to  tailor  our 
supervisory  efforts  to  each  bank. 

Our  supervisory  approach  is  intended  to  ensure  that 
banks  have  the  systems  and  controls  required  to  antici¬ 
pate  and  identify  risks  and  to  deal  with  problems  as  they 
occur.  Instead  of  concentrating  on  the  evaluation  of  in¬ 
dividual  transactions— as  was  done  in  the  past— we  are 
redirecting  our  examination  attention  to  the  systems  and 
controls  under  which  bankers  make  transaction  decisions 
and  monitor  their  results.  Management  is  being  held  ac¬ 
countable  for  those  systems  and  their  operation.  We  are 
also  putting  greater  emphasis  on  the  role  of  bank  direc¬ 
tors.  To  underscore  this  emphasis,  we  are  developing  a 
manual  for  bank  directors  that  will  provide  practical 
guidance  regarding  their  responsibilities. 

This  approach  to  bank  supervision,  of  course,  cannot  pre¬ 
vent  all  cases  of  fraud  or  insider  abuse  or  eliminate  all 
bank  weaknesses  that  are  attributable  to  problems  with 
asset  quality.  Nor  can  any  other  approach.  But  it  will  en¬ 
able  us  to  identify  problems  early  and  direct  banks  to  cor¬ 
rect  problems  that  could  represent  a  danger  to  the  en¬ 
tire  banking  system. 

Compliance.  Our  approach  to  assessments  of  bank  com-, 
pliance  with  the  law  has  been  designed  to  complement 
our  techniques  for  supervision.  It  is  aimed  at  ensuring 
that  banks  have  in  place  the  systems  and  controls  that 
will  enable  bank  management  to  assess  accurately  their 
bank's  compliance  with  the  law  and  take  corrective  action 
when  necessary. 

The  basis  of  our  ongoing  evaluation  of  compliance  will 
be  a  stratified  random  sample  of  national  banks  drawn 
at  the  beginning  of  each  examination  cycle.  We  expect 
to  complete  each  cycle  within  1  year.  The  sample  will  have 
proportionately  more  large  banks  than  small  ones.  Activ¬ 
ities  of  banks  in  the  sample  will  be  examined  thoroughly. 
Information  from  those  examinations  will  be  used  to  de¬ 
termine  the  extent  to  which  compliance  problems  related 
to  particular  areas  are  likely  to  exist  in  other  national  banks 
or  m  the  system.  These  data  will  enable  us  to  provide 
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guidance  to  banks  and  examiners  to  deal  with  specific 
compliance  problems.  Importantly,  by  providing  specific 
guidance  to  banks  in  identified  problem  areas  and  em¬ 
phasizing  the  importance  of  banks'  systems  of  ensuring 
compliance,  we  will  be  able  to  make  the  most  efficient 
use  of  our  limited  resources.  We  will,  of  course,  continue 
to  require  banks  to  correct  practices  that  result  in  viola¬ 
tions  of  law  or  reflect  weaknesses  in  controls. 

I  would  emphasize  that  our  new  approach  goes  beyond 
areas  typically  associated  with  “compliance.”  Areas  in¬ 
corporated  for  examination  under  the  compliance  pro¬ 
gram  are:  consumer  laws,  trust  activities,  EDR  Bank 
Secrecy  Act  requirements,  the  accuracy  of  regulatory 
reports,  insider  transactions,  discount  brokerage,  new 
government  securities  regulations,  and  Municipal  Secu¬ 
rities  Rulemaking  Board  requirements. 

Risk-Adiusted  Capital  Requirements.  You  have  also  asked 
for  comments  on  the  proposed  risk-adjusted  method  for 
assessing  the  adequacy  of  bank  capital.  The  current  mini¬ 
mum  capital  ratios  are  based  on  balance  sheet  assets 
without  regard  to  the  risk  associated  with  those  assets. 
Moreover,  they  do  not  incorporate  off-balance-sheet  ex¬ 
posures,  such  as  standby  letters  of  credit  and  loan  com¬ 
mitments.  The  risk-adjusted  capital  standard  that  is  being 
proposed  by  the  OCC,  along  with  the  Federal  Reserve 
Board,  the  FDIC,  and  the  Bank  of  England,  is  a  first  step 
toward  including  differences  in  risk  represented  by  differ¬ 
ent  types  of  assets  and  including  off-balance-sheet  ac¬ 
tivities  in  the  determination  of  minimum  levels  of  capital. 

The  current  capital  standards  imposed  by  the  three  fed¬ 
eral  bank  regulatory  agencies  base  a  bank’s  minimum 
required  level  of  capital  on  its  total  assets.  Banks  must 
have  primary  capital  equal  to  at  least  5.5  percent  of  total 
assets  and  total  capital  equal  to  at  least  6.0  percent  of 
total  assets.  Off-balance-sheet  exposures  are  not  in¬ 
cluded,  and  the  same  capital  ratio  is  required  for  both 
liquid  and  illiquid  assets  and  for  both  high-  and  low-risk 
assets.  Nonetheless,  as  determined  during  the  examina¬ 
tion  process,  banks  taking  more  than  the  usual  amount 
of  risk  are  required  by  bank  supervisors  to  have  capital 
levels  in  excess  of  the  minimum. 

An  unintended  effect  of  the  current  standard  is  that  in  at¬ 
tempting  to  meet  their  required  capital-to-assets  ratios, 
banks  may  be  inclined  to  hold  riskier,  less  liquid  assets 
and  to  shift  more  of  their  activities  off  the  balance  sheet. 
For  example,  the  proportion  of  bank  assets  held  as  cash 
and  U.S.  government  securities  declined  from  29  percent 
in  1976  to  17  percent  in  1986. 

Motivated  in  large  part  by  the  competitive  pressures  fac¬ 
ing  banks  and  by  restrictions  in  their  ability  to  meet  that 
competition,  there  has  been  a  rapid  expansion  in  fee¬ 
generating,  off-balance-sheet  activities,  particularly  at 


large  banks.  For  example,  at  the  ten  largest  national 
banks,  standby  letters  of  credit  grew  from  $23  billion  (or 
5.0  percent  of  assets)  in  1980,  to  $72  billion  (or  13.1  per¬ 
cent  of  assets)  in  1986  Loan  commitments  exceed  one- 
third  of  total  assets  at  those  large  banks,  although  they 
have  grown  no  faster  than  on-balance-sheet  assets  since 
1980. 

Our  efforts  to  develop  risk-adjusted  capital  requirements 
have  been  misinterpreted  by  some  as  subtle  means  of 
requiring  increased  capital  in  the  banking  industry.  That 
is  not  the  case.  Rather,  the  intention  is  to  develop  an  ap¬ 
proach  to  measuring  capital  adequacy  that  more  accu¬ 
rately  relates  an  individual  bank’s  capital  to  the  risks  it 
assumes.  Additionally,  the  approach  to  capital  adequacy 
will  encourage  banks  to  adjust  the  scope  of  their  opera¬ 
tions  to  fit  better  their  capital  structures. 

Because  implementation  of  the  risk-adjusted  capital  pro¬ 
posal  will  require  changes  in  the  information  received 
from  banks,  complete  data  that  would  enable  us  to  make 
accurate  calculations  of  banks'  risk-adjusted  capital  ratios 
are  not  yet  available.  However,  by  making  some  assump¬ 
tions  about  the  characteristics  of  certain  assets  and  off- 
balance-sheet  items  (for  example,  maturity  and  type  of 
customer),  we  are  able  to  make  some  rough  estimates. 
For  year-end  1986,  estimated  risk-adjusted  capital  ratios 
at  the  ten  largest  national  banks  range  from  5.9  percent 
to  8.3  percent,  with  the  average  ratio  equal  to  6.6  per¬ 
cent.  For  year-end  1985  the  estimates  range  from  5.5  per¬ 
cent  to  8.4  percent  and  average  6.5  percent. 

These  risk-adjusted  capital  ratios  are  not  directly  com¬ 
parable  to  capital-to-total-assets  ratios.  The  risk-adjusted 
capital  ratio  measures  the  level  of  a  bank’s  capital  as  a 
portion  of  its  risk-adjusted  assets,  rather  than  total  assets 
The  level  of  risk-adjusted  assets  is  calculated  as  a 
weighted  sum  of  balance  sheet  assets  and  off-balance- 
sheet  activities,  where  the  weights  are  determined  by  the 
riskiness  of  the  asset  or  activity.  The  minimum  risk- 
adjusted  capital  that  will  be  required  has  not  yet  been 
determined. 

Additional  Concerns  of  the  Committee 

Several  other  topics  were  mentioned  in  your  letter  of  invi¬ 
tation,  Mr.  Chairman.  I  will  now  turn  to  those  issues. 

Double  Leveraging.  Double  leveraging  is  the  term  given 
to  the  issuance  by  a  parent  bank  holding  company  of 
long-term  debt,  the  proceeds  of  which  are  invested  as 
equity  capital  in  one  or  more  subsidiary  banks.  There  is 
nothing  unique  about  this  method  of  financing  the  oper¬ 
ations  of  banking  subsidiaries.  Like  any  other  holding 
company,  a  bank  holding  company's  ability  to  service 
its  debt  generally  dependent  on  the  successful  operations 
of  its  subsidiaries  and  the  ability  of  those  subsidiaries  to 
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pay  dividends  If  the  operations  of  its  subsidiaries  require 
a  reduction  of  dividends,  a  holding  company’s  ability  to 
service  its  debt  may  be  jeopardized. 

In  the  context  of  a  bank  holding  company,  this  corporate 
financing  technique  can  have  implications  for  the  capital 
adequacy  of  the  bank  subsidiaries.  National  bank  exam¬ 
iners,  when  evaluating  a  bank’s  capital  plan  and  dividend 
practices,  consider  the  parent  company’s  current  and 
future  cash-flow  needs.  We  have  the  authority  to  limit  a 
bank  s  payment  of  dividends  and  otherwise  restrict  flows 
of  capital  from  the  bank  to  its  parent  when  capital  is 
needed  in  the  bank.  In  our  judgment,  double  leverag¬ 
ing,  as  a  financing  technique,  is  not  a  cause  for  alarm. 

Securitization  Regarding  the  Committee’s  questions 
about  loan  securitization,  it  is  important  to  distinguish  be¬ 
tween  two  closely  related  practices.  Loan  securitization 
refers  to  the  practice  of  pooling  loans  and  then  selling 
securities  that  represent  interests  in  the  pool.  Such  pools 
are  similar  to  mutual  funds.  Banks  are  also  extensively 
engaged  in  selling  whole  loans  or  parts  of  loans  to  others, 
expanding  on  a  long-standing  practice.  Both  develop¬ 
ments  are  part  of  a  natural  evolution  in  the  banking  sys¬ 
tem.  Each  can  significantly  benefit  the  banking  system 
by  enhancing  liquidity  and  providing  opportunities  to  bet¬ 
ter  manage  risk.  In  particular,  selling  banks  can  continue 
to  service  single-industry  communities  without  being  to¬ 
tally  dependent  on  the  economic  health  of  their  local  ser¬ 
vice  areas. 

We  cannot,  as  yet,  report  with  precision  on  the  extent  of 
each  practice.  Our  data  from  large  banks  indicate  that 
their  loan  sales  totalled  $70  billion  in  the  last  quarter  of 
1986,  up  from  $30  billion  in  the  last  quarter  of  1984.  We 
understand  that  the  majority  of  those  sales  were  to  other 
banks.  We  soon  will  begin  collecting  data  on  the  purchase 
of  loans  by  banks. 

We  do  not  regularly  collect  data  on  securitizations.  How¬ 
ever,  banks  wishing  to  undertake  a  securitization  typically 
consult  with  staff  at  the  OCC  to  ensure  that  their  securiti¬ 
zation  plan  is  structured  in  a  manner  that  will  enable  them 
to  report  the  transaction  as  a  sale,  or  a  financing,  as 
desired  To  date,  we  have  reviewed  eight  transactions  by 
six  banks  The  value  of  the  securities  created  in  those 
transactions  totalled  $2  billion. 

Some  concern  has  been  expressed  that  asset  securiti¬ 
zation  will  lead  to  banks  selling  their  best  assets  and  hold- 
ng  only  those  that,  because  they  are  of  lesser  quality, 
cannot  be  securitized  This  concern  is  not  validated  by 
the  transactions  that  we  have  reviewed  Banks  do  not  sim¬ 
ply  securitize  their  best  loans.  Rather,  they  securitize 
n hole  groups  of  loans  with  similar  characteristics.  Most 
asset  securitizations  that  have  been  undertaken  by  banks 
r  a/e  involved  mortgage  loans,  credit  card  receivables, 


or  loans  to  finance  the  purchase  of  automobiles.  Those 
loans  are  conducive  to  securitization  because  they  are, 
for  the  most  part,  subject  to  standardized  loan  agree¬ 
ments  and  have  relatively  predictable  loss  patterns. 

Typically,  securitization  works  in  the  following  way.  A  bank 
selects  a  portion  of  its  loans  for  placement  in  a  pool.  The 
face  value  of  the  loans  in  the  pool  is  determined  and 
documents  evidencing  the  loans  are  placed  in  the  hands 
of  a  trustee.  Securities  representing  an  undivided  interest 
in  the  pool  are  then  sold  to  investors  under  conditions 
that  transfer  ownership  of  the  loans  from  the  bank  to  the 
investors. 

The  bank  retains  responsibility  for  servicing  the  loans, 
generally  taking  whatever  steps  are  necessary  to  ensure 
that  all  the  loans  are  paid  off  in  accordance  with  their 
terms.  Borrowers  continue  to  make  payments  of  interest 
and  principal  to  the  bank,  and  the  bank  passes  on  a  por¬ 
tion  of  those  receipts  to  the  investors  in  accordance  with 
the  terms  of  the  agreement  with  the  holders  of  the  secu¬ 
rities.  Under  those  arrangements,  risks  to  the  bank  are 
minimal.  There  is  ample  income  from  the  underlying  loans 
to  meet  all  required  payments  to  purchasers  of  the  secu¬ 
rities,  and,  for  the  most  part,  loan  defaults  are  the  respon¬ 
sibility  of  investors. 

Adequacy  of  Examination  Staff.  As  of  March  of  this  year, 
the  Office  employed  1,943  field  examiners.  Despite  an¬ 
nual  staff  increases  approved  by  the  Administration  be¬ 
ginning  in  1983,  the  OCC  is  11  percent  below  the  1  vel 
of  2,157  field  examiners  it  had  10  years  ago.  Significantly, 
10  years  ago  there  were  33  national  banks  on  the  OCC’s 
problem  list;  today  there  are  over  300. 

The  mix  of  examiners  by  experience  level,  however,  is  cur¬ 
rently  of  greater  concern  to  us  than  the  size  of  the  ex¬ 
amining  staff.  Unlike  other  professionals  that  we  employ, 
virtually  all  of  our  examining  talent  is  home-grown.  We 
typically  hire  new  college  graduates,  and  following  ap¬ 
proximately  5  years  of  both  formal  and  on-the-job  train¬ 
ing,  qualified  employees  are  commissioned  as  national 
bank  examiners.  Efforts  are  made  to  recruit  personnel  with 
banking,  accounting,  or  other  experience,  but  these  ef¬ 
forts  have  met  with  only  limited  success. 

Currently,  a  quarter  of  the  field  examiner  positions  that 
would  ideally  be  staffed  by  commissioned  national  bank 
examiners  are  held  by  less  experienced  assistant  and  as¬ 
sociate  national  bank  examiners  or  are  unfilled.  Because 
of  the  number  of  years  it  takes  to  develop  commissioned 
examiners,  we  project  that  this  reliance  on  less  ex¬ 
perienced  staff  will  continue  for  at  least  the  next  5  years. 

The  shortage  of  experienced  examiners  may  be  attrib¬ 
uted  to  several  factors.  Hiring  freezes  have  left  gaps  in 
our  experience  levels.  In  1986,  the  OCC  instituted  a  hiring 
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freeze  in  order  to  meet  the  Gramm-Rudman-Hollings  se¬ 
questration. 

Existing  salary  constraints  also  contribute  to  the  problem. 
They  impede  our  ability  to  compete  with  private-sector 
employers  when  recruiting  prospective  employees.  But 
where  the  ceiling  hurts  the  most  is  in  the  difficulty  it  cre¬ 
ates  in  retaining  staff— seasoned  with  experience— who 
want  to  make  a  career  of  professional  bank  supervision. 
The  loss  of  career  staff  has  been  particularly  serious  in 
high-cost  areas,  where  we  do  not  currently  maintain  com¬ 
petitive  compensation  and  benefit  programs.  The  bank¬ 
ing  industry  traditionally  has  used  the  OCC  as  a  recruit¬ 
ing  source,  and  recently,  other  federal  regulators,  who 
can  offer  higher  salary  potential  than  the  OCC,  also  have 
hired  our  bank  examiners. 

As  banks  consolidate,  particularly  in  reaction  to  a  relaxa¬ 
tion  of  geographic  barriers,  we  expect  the  need  for  ex¬ 
aminers  in  high-cost  metropolitan  areas  will  increase.  As 
the  scope  of  those  banks'  operations  increases,  the  need 
for  highly  skilled  and  experienced  examiners  will  become 
more  acute. 

Greater  flexibility  in  our  compensation  program  would  go 
far  toward  reducing  examiner  turnover  and  would  en¬ 
hance  the  attractiveness  of  a  professional  career  with  the 
OCC.  We  applaud  Administration  efforts,  such  as  the  pro¬ 
posed  Civil  Service  Simplification  Act,  to  address 
problems  in  federal  compensation.  There  is,  of  course, 
no  single,  easy  remedy.  We  recognize  that  development 
of  a  more  complete  solution  must  include  reasonable  con¬ 
trols  on  compensation  levels  consistent  with  overall  fis¬ 
cal  responsibility. 

Conclusion 

Simply  put,  a  large  segment  of  the  banking  industry  today 

Remarks  by  Robert  J.  Herrmann,  Senior 
Policy,  before  the  Southeastern  District 
June  9,  1987 

Before  I  begin  I’d  like  to  note  that  key  examiners  in  the 
Southeastern  district  are  part  of  today’s  audience.  The 
obvious  purpose  for  this  is  to  get  the  regulated  and  the 
regulators  in  the  same  room  to  get  the  same  message 
and  to  begin  from  a  common  starting  point  where  there 
is  a  mutual  understanding  of  objectives.  I  hope  this  point 
does  not  get  lost  as  the  day  progresses. 

My  task  this  morning  is  to  discuss  with  you  the  broader 
specifics  of  what  we  are  doing  to  supervise  compliance 
in  the  national  banking  system. 


is  suffering  from,  and  will  continue  to  suffer  from  relatively 
weak  earnings  and  poor  asset  quality.  As  described 
above,  that  performance  is  due,  in  part,  to  conditions  in 
the  sectors  of  the  economy  to  which  individual  banks  are 
exposed. 

Weaknesses  in  the  banking  industry,  however,  go  deeper 
In  some  respects,  the  deteriorating  condition  of  banks  is 
made  worse  by  the  restrictions  on  their  ability  to  diversi¬ 
fy  their  assets  and  sources  of  income.  Current  restrictions 
make  it  cumbersome,  if  not  impossible,  for  banks  to  res¬ 
tructure  the  products  and  services  they  offer  in  line  with 
changing  market  conditions  and  consumer  demands 
Until  banks  are  given  that  flexibility,  there  exists  the  poten¬ 
tial  for  a  gradual  erosion  of  the  safety  and  soundness  of 
the  banking  system. 

The  members  of  this  Committee  are  familiar  with  my  views 
on  the  need  for  enhanced  bank  flexibility,  which  I  pre¬ 
sented  in  some  detail  when  I  appeared  before  the  Com¬ 
mittee  in  January,  so  I  will  not  repeat  myself  today.  I  would, 
however,  emphasize  that  while  expanded  activities  are 
often  viewed  as  an  aid  to  large  institutions,  they  would 
benefit  smaller  institutions  as  well.  There  are  great  op¬ 
portunities  for  small  banks  to  act  as  brokers  in  offering 
financial  products  such  as  mutual  funds,  or  to  enter  into 
joint  ventures  with  other  banks  for  the  delivery  of  those 
products.  All  banks  should  be  able  to  pursue  new  profit 
opportunities  in  lines  of  business  that  have  become  an 
integral  part  of  today’s  financial  services  marketplace. 

Ultimately,  however,  the  need  for  enhanced  flexibility  is 
a  safety  and  soundness  issue.  Expanded  opportunities 
for  diversification  would  make  banks  less  susceptible  to 
a  downturn  in  any  particular  industry  or  sector  of  the 
economy.  Furthermore,  only  if  banks  have  the  authority 
to  deliver  the  products  customers  demand  will  they  be 
able  to  earn  returns  that  can  attract  capital. 

Deputy  Comptroller  for  Bank  Supervision 
Compliance  Seminar,  Atlanta,  Georgia, 


A  regulators’  announcement  of  a  new  program  under¬ 
standably  arouses  concern  among  those  regulated  How¬ 
ever,  our  revised  approach  should  not  unduly  alarm  na¬ 
tional  banks. 

Our  revised  approach  emphasizes  the  process  by  which 
compliance  with  law  and  regulation  is  achieved  For 
banks,  highlighting  the  process  means  two  things  First 
we  will  encourage  banks  to  adopt  systems  to  ensure  that 
their  activities  are  conducted  in  compliance  with  law  Sec¬ 
ond,  we  are  emphasizing  to  bank  management  that  it  is 


25 


their  responsibility  to  put  those  systems  in  place  and  to 
see  that  they  are  working 

For  us.  focusing  on  the  process  by  which  compliance  is 
achieved  means  taking  a  set  of  complementary  actions— 
only  one  of  which  is  examinations. 

Traditionally,  the  OCC  attempted  to  ensure  that  financial 
institutions  were  safely  and  soundly  managed  and  in 
compliance  with  law  by  examining  all  activities  of  national 
banks  at  least  annually.  Even  if  we  had  a  sufficient  num¬ 
ber  of  examiners  to  do  so,  we  no  longer  see  annual  exam¬ 
inations  of  all  banks  as  the  most  efficient  or  effective  way 
to  supervise  the  system. 

Over  the  last  few  years,  we  have  taken  a  hard  look  at  our 
role  to  come  up  with  sensible  approaches  to  what  we 
consider  to  be  our  primary  responsibilities.  They  are: 

•  To  promote  safety  and  soundness  by  requiring  that 
national  banks  adhere  to  sound  management 
principles  and  comply  with  law;  and 

•  To  encourage  banks  to  satisfy  customer  and  com¬ 
munity  needs  while  remaining  efficient  competi¬ 
tors  in  the  financial  services  market. 

Is  this  a  tall  order7  Yes.  Is  it  conflicting7  At  times,  maybe, 
but  it  can  work  with  careful  balancing.  Is  it  impossible 
to  achieve7  We  don't  think  so.  As  a  result  of  taking  a  look 
at  our  role,  we  decided  that  our  supervisory  activities 
should  be  customized  to  fit  each  individual  bank  under 
our  regulatory  umbrella.  Every  year,  for  every  national 
bank  we  determine  what  activities  conducted  by  that 
bank  need  to  be  reviewed  to  assure  us  that  the  bank  is 
operating  in  a  way  that  contributes  to  a  safe  and  sound 
banking  system.  For  each  bank,  our  examiners  carefully 
document  what  they  reviewed  and  why  they  reviewed  it. 
At  times,  a  bank's  historical  performance  is  of  such  high 
quality  that  it  might  not  be  necessary  to  examine  any  of 
its  activities  on-site.  Other  times,  it  may  be  necessary 
to  review  all  or  a  substantial  portion  of  a  bank's  acti¬ 
vities  on-site  In  short,  we  concentrate  our  examination 
resources  where  we  think  we  will  get  the  best  payback. 
As  a  result,  banks  that  pose  the  greatest  risk  to  the  sys¬ 
tem  including  indentified  problem  banks,  receive  more 
attention  than  banks  without  known  or  suspected 
problems 

Deciding  how  to  monitor  the  performance  of  national 
banks  n  their  provision  of  banking  services  is  fairly 
straightforward  Deciding  how  to  ensure  that  banks 
provide  those  services  in  compliance  with  law  is  much 
more  difficult  We  believe  we  have  identified  the  best  way 
ro  meet  that  challenge  I  hope  you  will  agree  that  our 
approach  s  reasonable  and  makes  good  common  sense 


OCC’s  Compliance  Program 

Throughout  most  of  history,  the  OCC  has  relied  on  regu¬ 
larly  scheduled  on-site  examinations  to  promote  and  mon¬ 
itor  compliance  with  law.  During  those  visits,  we  reviewed 
bank  activities  to  assess  not  only  whether  they  were 
sound  and  well-managed  but  if  they  complied  with  vari¬ 
ous  laws  and  regulations.  We  identified  violations  and  ex¬ 
ceptions  and  demanded  correction.  Because  of  the  dra¬ 
matic  increase  in  the  number  of  problem  banks  over  the 
last  several  years,  the  OCC  has  had  to  focus  more  and 
more  of  its  resources  on  dealing  with  safety  and  sound¬ 
ness  problems  and  less  on  monitoring  compliance. 
Frankly,  we  worried  that  we  were  devoting  too  few 
resources  to  compliance  and  not  meeting  our  responsi¬ 
bility  under  the  law.  For  that  reason,  we  began  looking 
at  alternative  approaches. 

Our  new  approach  emphasizes  that  compliance  is  your 
responsibility,  not  ours.  As  regulators,  our  role  is  to  pro¬ 
mote  compliance  and  to  monitor  your  performance. 

Our  program  utilizes  bank  examinations  as  only  one  of 
five  components.  Let’s  discuss  each: 

•  The  Compliance  Examination  Process.  We  have 
determined  that  we  can  be  more  effective  by  con¬ 
centrating  our  examination  resources  in  a  sample 
of  national  banks.  After  considerable  internal  de¬ 
bate,  we  decided  that  the  banks  to  be  examined 
should  be  selected  randomly.  We  also  recognized 
that  larger  banks  affect  a  larger  customer  base 
and  noncornpliance  would  thus  adversely  affect 
more  customers.  To  address  that  we  have  skewed 
the  sample  and  are  conducting  compliance 
exams  in  all  regional  and  multinational  banks  once 
every  2  years.  (Regional  banks  are  defined  as  $1 
billion  and  over.)  For  all  other  national  banks,  we 
are  making  a  random  selection,  by  charter  num¬ 
ber,  with  larger  banks  having  a  greater  chance  of 
selection  than  smaller  banks.  In  sum,  we  will  exa¬ 
mine  approximately  800  national  banks  annually 
or  approximately  16  percent  of  all  national  banks. 

What  will  be  done  in  the  banks  examined7  To  pro¬ 
mote  compliance,  our  examiners  have  been  in¬ 
structed  to  evaluate  whether  banks  have  estab¬ 
lished  appropriate  systems  for  compliance.  This 
is  tougher  to  do.  We  have  taken  the  procedures 
in  our  existing  handbooks  and  reorganized  them 
into  tiers,  that’s  t-i-e-r-s,  not  t-e-a-r-s.  To  monitor 
whether  banks  are  complying,  examiners  will  al¬ 
ways  perform  the  first  tier  of  the  procedures,  which 
includes  testing  transactions  or  verifying  that  a 
bank's  internal  policies  are  being  followed.  Our 
procedures  are  thorough,  so  we  expect  compli¬ 
ance  program  examinations  to  be  thorough  The 
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important  concept  to  recognize  and  accept  here 
is  that  a  determination  regarding  a  good  system 
for  compliance  can  only  be  accomplished  by  per¬ 
forming  sufficient  procedures  to  insure  it  is 
working. 

An  important  new  component  of  our  compliance 
examination  effort  is  the  collection  of  a  large 
amount  of  information  from  the  sample  banks  ex¬ 
amined.  This  information  will  be  stored  in  our  com¬ 
puters  and  hopefully  help  us  identify  the  charac¬ 
teristics  of  banks  likely  to  have  compliance 
problems. 

Let  me  move  to  examination  follow-up— if  we  iden¬ 
tify  significant  compliance  problems  in  a  bank 
selected  for  examination,  we  will  do  what  we  have 
always  done— seek  corrective  action.  Violations  or 
exceptions  will  be  recorded  and  clearance  ex¬ 
pected.  Because  of  our  emphasis  on  systems,  the 
examiner  will  then  seek  to  work  with  management 
to  correct  the  system  problem  creating  the  weak¬ 
ness.  Given  the  complexity  and  cost  of  this  cor¬ 
rection  we  may  have  to  exercise  patience  in  see¬ 
ing  that  resolution  achieved.  Though  this  may 
come  as  a  surprise  to  some— bank  supervisors 
can  be  realistic  when  a  plan  and  a  commitment 
to  act  is  evident.  Finally,  we  will  monitor  remedial 
action  as  part  of  our  overall  effort  in  devising  in¬ 
dividual  supervisory  strategies  for  ongoing  safety 
and  soundness  supervision. 

•  Improving  Education  Efforts.  We  have  always 
made  an  effort  to  communicate  our  regulatory 
concerns  to  the  industry.  We  think  we  can  do  better. 

We  intend  to  do  more  to  publicize  issues, 
problems,  and  our  recommended  remedies. 
Since  we  will  not  examine  every  bank  for  compli¬ 
ance  every  year,  we  need  to  let  the  banks  we  don’t 
examine  know  what  they  should  be  doing  to  en¬ 
sure  that  they  are  correctly  managing  their  com¬ 
pliance  responsibilities. 

We  think  we  can  do  more  to  assist  in  this  way.  For 
example,  I  was  recently  approached  by  a  banker 
from  a  large,  solid  regional  bank.  We  discussed 
the  bank’s  compliance  program  as  that  was  in  the 
middle  of  the  excitement  on  Bank  Secrecy  Act 
compliance.  The  banker  indicated  that  they  want 
to  comply  and  wish  there  were  a  way  for  the  OCC 
to  alert  them  to  what  issues  would  be  hot  next. 

I  told  him  we  would  work  on  it.  This  is  one 
response  to  that  banker’s  request. 

•  Simplifying  the  Process  of  Compliance.  One  of  the 
most  often  heard  complaints  about  government 


regulations  is  that  they  are  difficult  to  understand 
We  agree.  That’s  why  we  are  going  to  revisit  each 
of  our  own  regulations  to  see  which  can  be  sim¬ 
plified.  Further,  we  believe  that  thorough  exami¬ 
nations  and  an  accurate  database  will  help  us  pin¬ 
point  other  regulations  and  laws  for  simplification. 
We  see  it  as  our  obligation  to  work  toward  influenc¬ 
ing  simplification  to  make  your  job  of  complying 
more  attainable. 

•  Developing  Off-Site  Evaluation  Capability.  Com¬ 
puters  allow  us  to  assess  a  bank’s  performance 
without  relying  solely  on  on-site  examination. 
OCC's  overall  supervisory  approach  works  in  part 
through  off-site  analysis  of  financial  data  that  pro¬ 
vide  indicators  of  bank  performance.  We  hope  to 
develop  the  same  off-site  capability  to  analyze 
compliance  performance.  If  we  can  identify  which 
factors  relate  to  compliance  performance,  we  may 
be  able  to  identify  system-wide  problems  of  in¬ 
dividual  banks  likely  to  have  compliance  problems 
without  entering  all  banks.  Examiners  have  begun 
using  a  compliance  data  sheet  in  an  effort  to  iden¬ 
tify  factors  relevant  to  compliance  performance. 

•  Deterring  Noncompliance.  If  we  won’t  be  examin¬ 
ing  every  bank  every  year,  how  can  we  ensure  that 
the  banks  we  don’t  visit  are  complying  with  law7 
The  answer  is  that  our  overall  compliance  program 
will  both  promote  compliance  and  deter  noncom- 
pliance. 

Three  things  are  necessary  to  deter  noncompli¬ 
ance  with  law  and  regulation.  First,  individuals  or 
firms  that  are  subject  to  a  law  or  regulation  must 
believe  there  is  a  reasonable  chance  they  will  be 
monitored  for  compliance.  Second,  if  the  indi¬ 
vidual  or  firm  is  monitored,  there  should  be  a  very 
high  chance  that  any  noncompliance  will  be  de¬ 
tected.  Finally,  if  noncompliance  is  detected,  the 
individual  or  firm  must  believe  that  appropriate 
corrective  action  will  be  required. 

Our  compliance  program  incorporates  all  three  ele¬ 
ments  of  this  classic  deterrent  strategy.  We  will  ex¬ 
amine  a  sizeable  sample  of  national  banks,  most  of 
which  will  be  selected  randomly.  As  I  indicated  ear¬ 
lier,  larger  banks  will  be  examined  every  other  year. 
When  we  examine  a  bank,  we  will  examine  it  thor¬ 
oughly.  If  an  examined  bank  is  not  complying  with 
law,  we  will  recommend  or  require  remedies  ap¬ 
propriate  to  correct  the  situation,  and  subsequent¬ 
ly  monitor  whether  the  remedial  actions  have  been 
successfully  implemented.  We  will  also  publicize 
across  the  industry  problems  we  are  finding  in  the 
system  and  the  remedial  actions  recommended  or 
required  of  the  banks  we  have  examined 
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In  developing  our  program,  we  decided  that  this 
approach  was  an  appropriate  vehicle  for  monitoring  bank 
performance  of  various  specialized  areas.  Bob  Clarke 
mentioned  these  areas  and  I  will  repeat  them.  The 
program  initially  covers: 

•  Compliance  with  consumer  laws,  including  CRA. 

•  Trust  activities. 

•  Electronic  data  processing. 

•  Bank  Secrecy  Act  requirements. 

•  Accuracy  of  regulatory  reports. 

•  Insider  transactions. 

•  Municipal  Securities  Rulemaking  Board  re¬ 
quirements. 

•  Discount  brokerage  activities. 

We  expect  the  compliance  program  will  remain  fluid  and 
we  will  add  or  delete  target  areas  as  cicumstances  dictate. 

The  compliance  program  is  new.  As  we  gain  experience 
with  our  approach,  we  will  toss  out  the  things  that  don't 
work  and  refine  as  we  go  along.  For  that  reason,  we  are 
very  interested  in  feedback  from  banks— both  those  that 
are  examined  and  those  that  are  not. 

Is  there  anything  we  would  encourage  banks  to  do  now9 
Yes.  We  urge  you  to  look  at  your  compliance  responsibility 
carefully  and  adopt  systems  that  ensure  compliance  with 


law.  Please  don't  wait  for  us  to  tell  you  your  systems  are 
deficient  or  even  nonexistent. 

I  have  some  final  hints  for  you  about  compliance 
management: 

•  Remember,  the  goal  is  to  achieve  a  high  level  of 
compliance.  Compliance  is  an  attitude  just  like 
marketing. 

•  Successful  companies  have  found  the  best 
approach  is  to  integrate  compliance  into  each 
operating  position— build  it  into  the  training  for  the 
job. 

•  Some  compliance  staff  is  necessary  but  if  the  staff 
is  too  large,  line  personnel  may  not  assume  any 
responsibility  for  compliance. 

•  Build  accountability  into  performance  standards. 

If  noncompliance  does  not  hit  an  individual’s 
"bottom-line’’  routinely,  employees  won’t  take  it 
seriously. 

•  Audit  or  compliance  review  is  third  party  review. 
The  key  is  to  assign  responsibility,  take  it  seriously 
and  follow-up. 

To  close,  the  ultimate  objective  of  our  effort  is  to  improve 
overall  compliance  with  laws  and  regulations.  We  think 
of  the  program  as  a  cooperative  venture— a  partner¬ 
ship— from  which  everyone  can  gain— the  OCC,  the 
national  banking  system,  and  most  important,  the 
banking  public. 


Statement  of  Robert  B.  Serino,  Deputy  Chief  Counsel,  before  the  House 
Subcommittee  on  Financial  Institutions  Supervision,  Regulation  and  Insurance  of 
the  Committee  on  Banking,  Finance  and  Urban  Affairs,  Washington,  D.C., 

June  9,  1987 


Thank  you  for  the  opportunity  to  testify  today  about  the 
Office  of  the  Comptroller  of  the  Currency's  ongoing  Bank 
Secrecy  Act  activities,  our  experience  under  the  Money 
Laundering  Control  Act  of  1986  and,  in  general,  about 
our  efforts  in  support  of  the  law  enforcement  community 
We  welcome  your  continuing  interst  in  these  matters,  and 
as  always  are  pleased  to  share  with  you  our  progress. 

At  the  outset,  however,  for  the  benefit  of  the  Subcommit¬ 
tee's  new  members,  I  would  like  to  explain  the  Office  of 
the  Comptroller  of  the  Currency’s  general  supervisory 
responsibilities  and,  more  specifically,  our  role  under  the 
Bank  Secrecy  Act  and  our  relationship  with  the  law 
enforcement  community  in  general 


The  Office  of  the  Comptroller  of  the  Currency’s 
Supervisory  Responsibilities 

The  Office  of  the  Comptroller  of  the  Currency’s  (OCC) 
mission  is  to  promote  the  safety  and  soundness  of  the 
national  banking  system.  It  serves  this  mission  in  part  by 
supervising  the  system's  approximately  5,000  national 
banks,  requiring  that  they  adhere  to  sound  management 
principles  and  comply  with  the  law.  Thus,  the  essential 
objectives  of  our  supervisory  activities  are  to:  1)  evaluate 
the  bank’s  financial  condition;  2)  appraise  those  areas 
where  corrective  action  is  required  to  strengthen  the 
financial  condition  and  management  of  the  bank,  and  4) 
identify  and  seek  corrective  action  where  compliance 
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with  applicable  laws,  rulings,  and  regulations  is  in¬ 
adequate. 

Our  supervisory  activities  are  divided  into  two  separate, 
but  related,  prongs— safety  and  soundness  and  compli¬ 
ance.  Our  safety  and  soundness  assessments  are  con¬ 
ducted  on  an  ongoing  basis,  both  on-site  and  off,  in  each 
bank.  On  the  compliance  side,  the  OCC  has  adopted  a 
comprehensive  program  for  examination  in  eight  separate 
compliance  areas,  including  the  Bank  Secrecy  Act.  Under 
this  program,  the  OCC  will  be  conducting  examinations 
in  national  banks  representing  a  substantial  portion  of  total 
national  bank  assets  each  year. 

It  is  particularly  important  that  we  direct  our  resources 
to  areas  that  pose  the  greatest  risk  or  otherwise  cause 
the  greatest  concern.  We  focus  on  both  management’s 
and  the  board  of  directors’  ability  and  commitment  to  en¬ 
suring  behavior  that  is  both  prudent  and  in  compliance 
with  the  law.  This  means  that  we  pay  special  attention  to 
management  strategies,  controls,  and  systems.  It  has 
been  our  experience  that  no  amount  of  examination  or 
supervision  works  as  well  as  a  bank’s  own  systems  of  in¬ 
ternal  control. 

The  Bank  Secrecy  Act 

The  OCC  fully  shares  the  Congressional  and  public  be¬ 
lief  in  the  importance  of  compliance  with  the  Bank  Sec¬ 
recy  Act  (BSA).  We  in  no  way  countenance  financial  in¬ 
stitutions  being  used  either  wittingly  or  unwittingly  to  aid 
in  money  laundering.  As  the  President’s  Commission  on 
Organized  Crime  stated  in  its  interim  report— 'The  Cash 
Connection:  Organized  Crime,  Financial  Institutions  and 
Money  Laundering”: 

Money  laundering  invariably  has  a  deleterious  ef¬ 
fect  upon  the  financial  community.  By  corrupting 
officials  and  employees  of  financial  institutions  in  fur¬ 
therance  of  laundering  schemes,  money  launderers 
undermine  the  integrity  of  those  institutions  and,  if 
discovered  by  law  enforcement  agencies,  can  viti¬ 
ate  the  reputations  of  those  institutions  for  sound¬ 
ness  and  prudent  judgment.  Even  if  a  financial  insti¬ 
tution  is  unwittingly  made  a  conduit  for  laundering, 
the  mere  fact  that  money  launderers  saw  fit  to  use 
that  institution  may  seriously  affect  the  public’s  per¬ 
ception  of  the  institution,  (p.  61-62) 

We  agree  with  this  conclusion  and  the  OCC  shares  the 
Commission’s  concern  that  criminal  enterprises  and  their 
members  and  affiliates  not  be  allowed  to  launder  the  pro¬ 
ceeds  of  their  illegal  activities  through  financial  institutions 
in  this  country  and  abroad.  We  are  particularly  concerned 
about  the  impact  such  activities  may  have  on  both  the 
integrity  and  safety  and  soundness  of  the  nation’s  finan¬ 
cial  institutions.  We  remain  totally  committed  to  working 


with  the  law  enforcement  community  to  ensure  compli¬ 
ance  with  the  BSA  and  to  assist  in  the  investigations  and 
prosecutions  of  organizations  or  individuals  who  violate 
the  law. 

Responsibility  for  Bank  Secrecy  Act  Compliance 

The  primary  responsibility  for  compliance  with  the  Bank 
Secrecy  Act  rests  with  the  financial  institution  That  is  why 
the  President’s  Commission  suggested  voluntary  indus¬ 
try  guidelines  and  why  we  continue  to  support  this  effort. 
At  the  same  time,  this  Office  has  a  statutory  mandate  to 
assure  that  national  banks  use  safe  and  sound  banking 
practices  and  comply  with  a  variety  of  laws  affecting  their 
conduct. 

The  Comptroller’s  Office  is  responsible  for  monitoring 
Bank  Secrecy  Act  compliance  in  national  banks,  a  small 
percentage  of  the  financial  institutions  subject  to  the  Act. 
The  Office  of  the  Treasury  Assistant  Secretary  for  Enforce¬ 
ment,  however,  has  the  statutory  authority  to  enforce,  in¬ 
terpret,  and  administer  the  Act,  including  the  authority 
to  grant  exemptions  from  its  reporting  requirements.  Thus, 
if  significant  violations  are  found  by  our  examiners,  the 
violations  are  referred  to  the  Assistant  Secretary’s  office 
for  action.  If  a  criminal  investigation  is  initiated,  we  are 
usually  asked  to  stop  examining  the  bank  in  question  for 
BSA  compliance  so  as  not  to  interfere  with  the  investi¬ 
gation. 

There  are  millions  of  cash  transactions  in  a  typical  bank 
each  year.  Examiners  review  only  a  very  small  percent¬ 
age  of  these  individual  transactions.  Rather,  our  compli¬ 
ance  procedures  require  that  examiners  focus  on  a 
bank’s  internal  control  systems.  In  the  BSA  component, 
we  will  be  looking  particularly  at  the  BSA  systems  man¬ 
dated  by  regulations  of  the  OCC,  promulgated  on  Janu¬ 
ary  27,  1987,  pursuant  to  the  Money  Laundering  Control 
Act  of  1986. 

Our  current  BSA  compliance  examination  procedures 
were  developed  on  an  interagency  basis  by  the  OCC,  the 
Office  of  the  Treasury  Assistant  Secretary  for  Enforcement, 
the  Federal  Reserve  Board,  the  Federal  Deposit  Insur¬ 
ance  Corporation,  the  Federal  Home  Loan  Bank  Board, 
and  the  National  Credit  Union  Administration. 

In  addition  to  reviewing  BSA  compliance  in  full  compli¬ 
ance  examinations,  we  also  use  external  information  in 
order  to  decide  where  to  target  resources.  For  instance, 
we  use  analyses  provided  by  the  U  S.  Customs  Service 
to  pinpoint  institutions  that  exhibit  unusual  patterns  of  cur¬ 
rency  shipments  relative  to  their  Currency  Transaction 
Reports  (CTR’s).  The  Internal  Revenue  Service  (IRS)  uses 
a  similar  approach  in  monitoring  compliance  with  the  tax 
code.  It  would,  of  course,  be  impossible  for  either  us  or 
the  IRS  to  check  every  required  filing  or  assure  that 
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everyone  is  obeying  the  law  By  using  leads,  however,  we 
can  target  compliance  efforts  to  areas  most  likely  to  un¬ 
cover  problems. 

Update  on  OCC  Bank  Secrecy  Act  Activities 

Last  year  when  I  testified  before  this  Subcommittee,  I 
reported  to  you  substantial  progress  in  our  BSA  compli¬ 
ance  efforts,  noting  particularly  that  we  had  improved 
management  control  over  BSA  matters,  intensified  train¬ 
ing  of  our  examiners,  and  increased  communications  with 
the  banking  industry.  Last  year,  I  also  indicated  that  we 
believed  that  more  was  needed.  We  urged  increased 
coordination  among  agencies  with  compliance  and  en¬ 
forcement  responsibilities  and  more  effective  use  of  avail¬ 
able  data  for  targeting  compliance  and  enforcement  ef¬ 
forts.  This  year  I  can  testify  to  continued  progress  on  these 
fronts  and  new  efforts  aimed  at  increasing  international 
cooperation  and  coordination. 

Interagency  Efforts 

The  level  of  interagency  coordination  has  increased 
markedly  since  last  year,  and  the  OCC  has  played  a  major 
role  in  all  of  these  efforts.  As  you  know,  we  believe  that 
the  interagency  working  group  approach  and  its  facility 
for  coordination  and  cooperation  is  critical  to  success¬ 
fully  addressing  issues  in  this  area.  During  the  last  year 
we  actively  participated  in  such  efforts  dedicated  to  ar¬ 
resting  the  use  of  financial  institutions  in  laundering  funds. 
These  included: 

•  US.  Treasury/Financial  Institutions  Regulatory 

Agency  Working  Group  on  the  Bank  Secrecy  Act 

(BSA  Working  Group):  This  group  is  composed  of 
policy,  legal,  and  operations/analysis  representa¬ 
tives  from  the  Office  of  the  Treasury  Assistant  Sec¬ 
retary  for  Enforcement,  U.S.  Customs  Service,  IRS, 
OCC,  Federal  Reserve,  FDIC,  Federal  Home  Loan 
Bank  Board  (FHLBB),  National  Credit  Union  Ad¬ 
ministration  (NCUA),  and  SEC.  This  group  is  simi¬ 
lar  to  the  Justice  Department/Federal  Financial  In¬ 
stitutions  Regulatory  Agency  Working  Group  on 
Bank  Fraud  (Bank  Fraud  Working  Group)  and 
addresses  a  wide  variety  of  issues  relating  to  the 
Bank  Secrecy  Act.  It  is  the  main  mechanism  for 
ensuring  a  coordinated  effort  to  address  various 
problems. 

Working  with  this  group,  the  OCC  was  able  to  de¬ 
velop  and  implement  a  uniform  set  of  guidelines 
for  referring  BSA  cases  to  the  Office  of  the  Treas¬ 
ury  Assistant  Secretary  for  Enforcement.  These 
guidelines  have  been  provided  to  all  of  the  OCC's 
examiners  to  give  them  guidance  on  what  types 
of  violations/comphance  problems  warrant  refer¬ 
ral  for  consideration  of  criminal  or  civil  action.  The 


guidelines  also  provide  uniformity  in  the  types  of 
referrals  being  submitted  and  the  information  that 
is  included.  The  Treasury  Assistant  Secretary  for 
Enforcement  has  approved  these  guidelines  and 
is  encouraging  adoption  of  guidelines  based  on 
the  OCC  model  by  the  other  participating 
agencies. 

Among  other  things,  the  BSA  Working  Group  also 
has  improved  communications  by  identifying 
points  of  contact  at  the  field  and  headquarter  lev¬ 
els.  It  has  participated  actively  in  revision  of  BSA 
regulations;  endorsed  use  of  magnetic  tape 
reporting;  eliminated  duplicate  CTR  review;  and 
improved  targeting  efforts. 

The  BSA  Working  Group  also  recently  singled  out 
two  specific  areas  for  particular  attention: 

—  Targeting  Working  Group:  A  subgroup  of 
the  BSA  Working  Group  composed  of 
analysts  and  operations  personnel  from 
the  participating  agencies  was  recently 
convened  to  develop  more  effective  meth¬ 
ods  to  target  financial  institutions  that  ex¬ 
hibit  a  potential  for  noncormpliance  with 
the  BSA  for  examination. 

As  we  testified  last  year,  we  believe  that 
targeting  enforcement  efforts  on  available 
BSA  and  other  financial  data  can  signifi¬ 
cantly  increase  the  return  on  our  enforce¬ 
ment  and  compliance  resources.  We  look 
forward  to  the  subgroup’s  contributions  to 
improved  targeting.  In  the  interim,  we  con¬ 
tinue  to  make  use  of  CTR  and  currency 
flow  data  matches  provided  by  the  U.S. 
Customs  Service  and  to  follow  up  on  other 
relevant  information.  We  have  also  re¬ 
ceived  targets  from  law  enforcement 
agencies  when  their  investigations  have 
yielded  information  suggesting  a  bank’s 
involvement  in  activities  in  violation  of  the 
BSA. 

—  Regulation  Revision  Working  Group:  A 
subgroup  of  the  BSA  Working  Group 
composed  of  attorneys  and  operations 
personnel  from  the  participating  agencies 
and  the  Department  of  Justice  was  also 
formed  recently  to  review  current  BSA 
regulations  in  an  effort  to  determine 
whether  they  might  be  improved  and  pos¬ 
sibly  simplified.  While  this  group  has  to 
date  been  focusing  on  the  proposal  to  re¬ 
quire  the  reporting  of  cashier's  checks 
over  $3,000,  plans  are  in  place  to  review 
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all  BSA  regulations  and,  where  appropri¬ 
ate,  suggest  revisions. 

•  Section  1359  Procedures  Working  Group:  Repre¬ 
sentatives  from  the  OCC,  Federal  Reserve,  FDIC, 
FHLBB  and  the  NCUA  worked  together  to  de¬ 
velop  regulations  required  by  section  1359  of  the 
Money  Laundering  Control  Act  of  1986.  The  joint 
regulation  was  issued  by  the  OCC  on  January  27, 
1987,  and  became  effective  April  27,  1987.  This 
regulation  sets  forth  the  minimum  required  for  a 
bank's  compliance  program. 

International  Cooperation 

In  addition  to  the  work  we  have  done  domestically,  we 
have  also  participated  in  international  efforts  to  improve 
coordination  and  communication.  Senior  officials  of  the 
OCC  regularly  attend  the  meetings  of  the  Basle  Commit¬ 
tee  on  Banking  Regulation  and  Supervisory  Practices 
(Cooke  Committee),  composed  of  international  senior 
bank  regulators.  The  OCC  has  been  an  active  proponent 
and  supporter  of  initiatives  designed  to  improve  interna¬ 
tional  understanding  of  the  need  for  safeguards  against 
money  laundering  and  for  close  cooperation  with  the  in¬ 
ternational  law  enforcement  community. 

In  1986,  the  OCC  strongly  endorsed  the  suggestion  that 
a  Code  of  Conduct  be  drafted  for  presentation  to  mem¬ 
ber  countries  of  the  Cooke  Committee  offering  guidance 
to  their  financial  institutions  on  developing  standards  of 
conduct  to  safeguard  their  institutions  from  being  vic¬ 
timized  by  criminal  elements. 

The  OCC  has  been  an  active  participant  in  the  drafting 
of  this  Code,  and  we  look  forward  to  its  formal  presenta¬ 
tion  to  the  Cooke  Committee  at  its  meeting  later  this 
month. 

The  OCC  has  also  participated  in  other  international  con¬ 
ferences,  including  the  Annual  Meeting  of  Caribbean 
Banking  Supervisors,  and  is  working  with  officials  within 
the  Office  of  the  Secretary  to  develop  other  mechanisms 
for  raising  issues  with  other  countries  and  increasing  in¬ 
ternational  awareness  and  cooperation. 

The  OCC,  as  a  Participating  Agency  of  The  International 
Criminal  Police  Organization  (INTERPOL),  has  also 
worked  for  years  to  use  the  facilities  of  INTERPOL  to  aid 
in  our  enforcement  efforts.  We  have  been  actively  involved 
with  INTERPOL  on  various  working  groups  whose  inten¬ 
tions  have  been  to  improve  international  coordination  and 
cooperation  In  March  of  this  year,  the  OCC  participated 
along  with  15  other  nations  in  a  working  group  focusing 
specifically  on  issues  to  improve  cooperation  between 
financial  institutions  and  law  enforcement  authorities  and 


to  develop  guidelines  and  memoranda  of  understanding 
to  cooperate  more  fully  with  law  enforcement  authorities 
in  the  investigation  of  international  frauds  and  financial 
crimes. 

At  the  INTERPOL  Working  Group  meeting,  along  with 
encouraging  the  countries  to  consider  legislation  such 
as  our  Bank  Secrecy  Act  and  the  new  money  launder¬ 
ing  statute,  we  suggested  that  many  of  the  accomplish¬ 
ments  we  have  achieved  domestically,  through  our  Bank 
Fraud  Working  Group,  be  considered  internationally.  We 
submitted  five  points  as  part  of  the  record  for  INTERPOL’S 
consideration  at  its  next  General  Assembly.  We  recom¬ 
mend  that: 

•  all  countries  adopt  a  code  of  conduct  similar  to 
that  adopted  by  the  Swiss  Agreement  of  July  1982 
and  similar  to  the  one  we  are  developing  for  the 
Cooke  Committee; 

•  all  bank  regulators,  bankers’  associations,  and  law 
enforcement  agencies  adopt  a  “filter”  or  “point 
of  contact”  for  law  enforcement  matters; 

•  banks,  bank  regulators,  and  bankers’  associations 
use  the  facilities  of  INTERPOL  to  provide  informa¬ 
tion  on  problem  individuals  or  schemes  and  for 
“vetting”  personnel  before  they  become  em¬ 
ployed  or  purchase  a  bank; 

•  all  countries  create  regulations  to  require  the 
reporting  by  banks  of  possible  violations  of  all  laws 
to  law  enforcement  authorities  and  to  share  infor¬ 
mation  with  the  banks,  bank  regulators,  and  bank¬ 
ers’  associations;  and 

•  all  countries  cause  their  regulatory  authorities  and 
legislators  to  adopt  laws  that  make  the  launder¬ 
ing  of  monies  obtained  from  crime  a  violation  of 
criminal  law  subjecting  the  offenders  to  forfeiture 
and  criminal  sanctions. 

These  issues  were  discussed  extensively  and  will  be  fur¬ 
ther  followed  up  at  future  meetings. 

Industry  Communication 

As  I  indicated  in  my  opening,  the  primary  responsibility 
for  ensuring  that  banks  are  in  compliance  with  the  law 
remains  the  duty  of  the  bank's  management  and  its 
directors.  To  aid  them  in  meeting  this  responsibility,  the 
OCC  spends  a  great  deal  of  time  educating  the  industry 
about  the  industry’s  responsibilities  under  the  BSA  OCC 
continually  provides  speakers  to  industry  groups  and 
participates  in  seminars  on  BSA  matters  throughout  the 
US. 
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Among  other  examples,  in  March  and  April  of  this  year, 
an  examiner  in  our  Chief  National  Bank  Examiner's  Office, 
who  spends  the  majority  of  his  time  on  BSA  compliance, 
participated  in  eight  one-day  seminars  in  eight  different 
cities  across  the  country,  in  conjunction  with  a  formal  com¬ 
pliance  program  sponsored  by  the  American  Bankers 
Association,  the  National  Council  of  Savings  Institutions, 
and  the  Credit  Union  National  Association.  In  total,  16 
seminars  were  sponsored  by  this  consortium,  reaching 
approximately  4,300  people. 

Even  today,  the  same  examiner,  together  with  represen¬ 
tatives  of  IRS-Criminal  Investigation  Division  and  a  U.S. 
Attorney,  is  in  Puerto  Rico  at  the  invitation  of  the  Puerto 
Rico  Bankers  Association  to  ensure  that  local  financial 
institutions  have  access  to  BSA  compliance  information. 
OCC  representatives  also  participated  in  the  Treasury- 
sponsored  nationwide  teleconference  produced  by  the 
Bank  Administration  Institute  on  Bank  Secrecy  Act  ad¬ 
ministration  and  enforcement.  More  than  2,600  bankers 
in  26  cities  viewed  this  program. 

Our  BSA  specialists  and  attorneys  across  the  country  and 
in  Washington  also  respond  to  inquiries  on  a  daily  basis 
concerning  BSA  matters.  We  continue  to  promulgate 
guidance  on  the  BSA,  including  a  series  of  communica¬ 
tions  to  national  banks  informing  them  of  changes  to  the 
law  and  regulations.  These  included  guidance  on  banks’ 
new  responsibilities  under  the  Money  Laundering  Con¬ 
trol  Act  of  1986;  interpretations  of  the  BSA;  and  changes 
in  our  examination  procedures. 

OCC  Training 

Despite  significant  Gramm-Rudman-Hollings  constraints, 
OCC  provided  formal  BSA  training  to  more  than  10  per¬ 
cent  of  OCC’s  experienced  examiner  staff  last  year.  This 
training  included  attendance  at  the  Federal  Financial  Insti¬ 
tutions  Examination  Council’s  White  Collar  Crime  School, 
the  OCC’s  Assistant  National  Bank  Examiner  School,  and 
other  in-house  training  programs. 

In  addition,  all  of  our  new  entry-level  examiners  have  re¬ 
ceived  or  will  receive  training  in  the  BSA  as  part  of  their 
training  team  experience.  In  this  program  they  receive 
both  lecture  sessions  and  on-the-job  training.  The  BSA 
portion  of  the  course  has  been  updated  to  incorporate 
revisions  to  the  BSA  as  well  as  modifications  to  the  com¬ 
pliance  and  examination  procedures.  Also,  written  gui¬ 
dance  on  BSA  matters  has  been  distributed  directly  to 
all  examining  personnel  to  keep  them  informed  and  up- 
to-date  on  the  new  law  and  interpretations  under  the  BSA. 

Money  Laundering  Control  Act  of  1986 

Smce  last  year,  nq  have  also  worked  to  implement  provi¬ 
sions  of  the  Money  Laundering  Control  Act  of  1986 


(MLCA)  that  are  applicable  to  the  banking  agencies.  The 
Act  gave  the  law  enforcement  community  additional  tools 
to  attack  the  problems  of  money  laundering.  We  had  pre¬ 
viously  testified  in  support  of  the  MLCA  and  believe  its 
provisions  are  generally  helpful.  The  creation  of  the  sub¬ 
stantive  crime  of  money  laundering  and  structuring  will 
specifically  address  principal  problems  with  the  BSA  and 
for  the  first  time  actually  makes  it  a  crime  to  launder 
money.  As  a  result  of  the  MLCA,  we  have  taken  various 
steps. 

New  Regulations 

The  banking  agencies  promulgated  joint  BSA  compliance 
procedures  regulations  on  January  27,  1987,  as  required 
by  the  MLCA.  OCC  notified  all  national  banks  on  Febru¬ 
ary  6,  1987,  of  the  new  regulations.  These  regulations  re¬ 
quire  that,  at  a  minimum,  a  bank's  written  compliance 
program  be  adopted  by  the  bank’s  board  of  directors  and 
(1)  provide  for  a  system  of  internal  controls  to  assure  on¬ 
going  compliance;  (2)  provide  for  independent  testing  of 
compliance  by  the  institution’s  personnel  or  an  outside 
party;  (3)  designate  a  compliance  officer(s)  responsible 
for  coordinating  and  monitoring  day-to-day  compliance; 
and  (4)  provide  appropriate  training  to  bank  personnel. 

All  national  banks  were  required  to  have  these  proced¬ 
ures  in  place  by  April  27,  1987.  These  procedures  are  cur¬ 
rently  being  checked  in  our  ongoing  compliance  exami¬ 
nations  and  in  targeted  BSA  examinations. 

Compliance  Examinations 

Compliance  is  a  major  OCC  priority.  The  Office’s  super¬ 
visory  and  enforcement  policies  reflect  its  importance.  The 
enforcement  policy,  for  instance,  creates  a  strong  bias  for 
the  taking  of  formal  enforcement  actions  where  signifi¬ 
cant  compliance  problems  or  serious  violations  of  law  are 
found.  Moreover,  as  discussed  earlier,  OCC  has  recently 
instituted  a  comprehensive  new  approach  to  compliance 
supervision. 

The  new  compliance  program  is  designed  to  better  focus 
our  examination  resources  and,  through  the  deterrent  of 
random  samplings,  to  heighten  the  industry’s  on  compli¬ 
ance  efforts.  It  provides  for  biennial  reviews  of  banks  hold¬ 
ing  more  than  $1  billion  in  assets  and,  through  random 
sampling,  subjects  all  other  banks  each  year  to  the  pos¬ 
sibility  of  being  selected  for  examination.  BSA  will  be  a 
major  component  in  each  review.  In  addition,  BSA  activ¬ 
ities  will  continue  to  be  targeted  for  review  in  any  bank 
where  we  have  information  that  suggests  a  BSA  compli¬ 
ance  problem. 

We  believe  this  program  will  improve  BSA  enforcement. 
The  program  will  provide  a  net  gam  for  the  OCC’s  over¬ 
all  compliance  coverage  of  the  industry  through  the  deter- 


rent  effects  of  the  sampling  approach  and  the  shifting  of 
our  resources  to  the  areas  that  will  produce  the  greatest 
impact  on  industry  compliance.  In  every  material  respect 
it  will  exceed  the  coverage  sought  by  the  MLCA's  require¬ 
ment  that  BSA  compliance  be  included  as  an  appropri¬ 
ate  component  of  each  examination.  Although  there  may 
be  some  smaller  banks  that  receive  less-frequent  direct 
compliance  coverage,  any  technical  deviation  from  the 
precise  statutory  language  will  be  far  outweighed  by  the 
results. 

Change  in  Bank  Control  Act 

We  long  supported  the  need  for  the  Change  in  Bank  Con¬ 
trol  Act  (CBCA).  With  its  enactment,  Congress  gave  to 
the  bank  regulatory  agencies  a  powerful  tool.  We  believe 
that  it  has  been  an  excellent  deterrent  to  disreputable  in¬ 
dividuals’  acquiring  financial  institutions. 

The  Money  Laundering  Control  Act  of  1986’s  amend¬ 
ments  to  the  CBCA  strengthened  it  in  several  ways.  The 
amendments  provided  the  regulatory  agencies  with  im¬ 
portant  new  authorities  that  will  improve  our  ability  to  im¬ 
plement  the  CBCA.  For  example,  the  OCC  is  now 
authorized  to  subpoena  records  and  take  testimony  to 
determine  whether  a  person  has  provided  false  informa¬ 
tion  in  a  notice  of  change  in  control  or  has  otherwise  vio¬ 
lated  the  CBCA.  In  addition,  we  now  have  independent 
authority  to  seek  civil  injunctive  relief  and  are  permitted 
extensions  of  processing  time  when  needed  to  ensure 
complete  and  accurate  information. 

Although  we  have  not  yet  had  to  use  the  provisions  for 
extensions  of  time  or  the  new  enforcement  tools  that  the 
amendments  provided,  we  certainly  welcome  them.  The 
investigatory  provisions  will  enable  the  Office  to  gather 
complete  information  more  readily  in  order  to  determine 
whether  violations  have  occurred.  The  availability  of  civil 
injunctive  relief  will  provide  an  alternative  to  the  assess¬ 
ment  of  civil  money  penalties  and  will  allow  us  to  prevent 
unlawful  acquisitions  or  require  divestiture  in  cases  where 
banks  have  been  acquired  in  violation  of  the  CBCA. 

We  also  share  the  Subcommittee's  interest  in  publicizing 
change-in-control  notices.  Believing  that  the  public  is  an 
important  potential  information  source,  we  began  to  de¬ 
velop  regulations  requiring  public  notice  of  change-in- 
control  matters  more  than  2  years  ago.  We  published  a 
Notice  of  Proposed  Rulemaking  in  May  1985  and 
adopted  a  final  rule  in  July  1986. 

Additionally,  we  have  revised  our  detailed  procedures  for 
processing  CBCA  notices  and  published  them  in  the  new 
Comptroller's  Manual  for  Corporate  Activities.  The  proce¬ 
dures  require  a  comprehensive  review  and  analysis  of 
the  acquiror’s  background  and  financial  statements,  in¬ 
cluding  appropriate  background  checks.  Data  bases  con¬ 


taining  information  on  court  and  administrative  litigation 
(LEXIS-NEXIS  and  our  Enforcement  and  Compliance  In¬ 
formation  System  (ECIS))  are  also  to  be  consulted  for 
references  to  a  proposed  acquiror. 

As  circumstances  warrant,  the  OCC  takes  additional  steps 
to  ensure  the  completeness  of  its  review.  For  example, 
our  Southeastern  District  now  routinely  contacts  Drug  En¬ 
forcement  Administration  officials  when  conducting  back¬ 
ground  checks  of  proposed  acquirors  of  national  banks 
located  in  Florida. 

We  are  currently  reviewing  various  alternatives  for  meet¬ 
ing  our  responsibilities  under  the  MLCA  to  independently 
verify  information  provided  in  the  CBCA  notices.  This  pro¬ 
vision  raises  some  difficult  questions  as  to  how  we  can 
best  satisfy  its  requirements  without  imposing  excessive 
costs  or  burdens  on  the  Office  or  the  public.  Before  we 
decide  on  a  particular  procedure,  we  want  to  ensure  that 
we  have  identified  the  best  balance  of  costs  and  benefits. 
In  the  interim,  we  are  carefully  verifying  any  information 
in  a  filing  that  raises  concerns.  For  example,  in  a  recent 
filing,  the  market  value  of  real  estate  reported  in  a  notice 
appeared  unreasonable  for  its  locale  so  an  on-site  inves¬ 
tigation  was  conducted  to  double  check  reported  real  es¬ 
tate  values.  In  another  case,  information  was  examined 
in  close  detail  concerning  the  sale  of  a  small  corporate 
division  that  constituted  a  significant  source  of  a  proposed 
acquiror’s  wealth. 

Other  OCC  Enforcement  Activities 

In  addition  to  our  work  under  the  BSA,  OCC  has  an  ac¬ 
tive  enforcement  program  geared  to  protecting  the  safety 
and  soundness  of  the  national  banking  system.  Our  en¬ 
forcement  policy  emphasizes  the  importance  of  proceed¬ 
ing  against  instances  of  insider  abuse,  serious  violations 
of  law  or  compliance  problems,  and  non-responsiveness 
to  supervisory  activities.  Where  such  problems  are  iden¬ 
tified,  enforcement  actions  against  the  institutions  and  in¬ 
dividuals  involved  should  follow. 

As  our  enforcement  policy,  compliance  program,  and 
close  coordination  and  cooperation  with  law  enforcement 
reflect,  bank  fraud  and  insider  abuse  are  taken  very  seri¬ 
ously  by  this  Office.  We  do  not  countenance  people  abus¬ 
ing  banks  either  from  within  or  without,  and  we  are  com¬ 
mitted  to  respond  vigorously  to  such  activities. 

While  we  do  not  tolerate  abuse,  we  do  not  agree  that  most 
bank  failures  are  attributable  to  bank  fraud.  Less  than 
three  weeks  ago,  the  Comptroller  testified  at  length  be¬ 
fore  the  Senate  Banking  Committee  regarding  the  cur¬ 
rent  condition  of  the  national  banking  system.  In  his  tes¬ 
timony,  he  made  a  number  of  important  points  regarding 
national  bank  failures.  He  indicated  that  in  1986,  there 
were  136  failures  of  FDIC-insured  banks,  of  which  48  (or 
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35  percent)  were  national  banks.  These  banks  held  less 
than  0.2  percent  of  all  national  bank  assets.  He  also 
pointed  out  that  the  majority  of  these  failures  occurred 
in  areas  of  the  country  that  have  experienced  economic 
problems— particularly  in  the  areas  of  agriculture  and 
energy.  While  insider  abuse  and  fraud  were  major  con¬ 
tributing  factors  in  some  of  the  failures,  in  the  vast  majority 
of  cases,  we  believe  that  other  factors,  including  combi¬ 
nations  of  poor  management  and  economic  problems, 
better  explain  the  failures. 

OCC’s  Civil  Enforcement  Process 

OCC  is  primarily  geared  to  supervise  national  banks  for 
safety  and  soundness.  Our  examiners  are  not  expected 
or  required  to  function  as  auditors  or  criminal  investiga¬ 
tors.  They  are  expected  to  be  alert  to  "red  flags,"  how¬ 
ever,  and  when  they  find  indications  of  a  problem  are 
trained  to  follow  up  with  more  intense  examination.  Where 
an  examination  reveals  evidence  of  insider  abuse  and/or 
violation  of  the  civil  or  criminal  laws,  the  examiners  make 
appropriate  recommendations  for  action.  In  the  case  of 
civil  violations,  the  OCC  has  available  a  wide  range  of 
statutory  remedial  measures,  including  cease  and  desist 
authority,  civil  money  penalty  authority,  and,  in  the  most 
egregious  cases,  suspension  and  removal  authority.  If  evi¬ 
dence  of  criminal  activity  exists,  OCC,  as  a  matter  of 
course,  requires  that  a  criminal  referral  be  made  to  the 
law  enforcement  community.  In  the  case  of  BSA  viola¬ 
tions,  the  referral  would  be  made  to  the  IRS-Criminal 
Investigation  Division. 

Where  problems  are  directly  attributable  to  individuals 
or  where  insider  abuse  is  apparent,  we  have  not  hesi¬ 
tated  to  make  full  use  of  our  civil  enforcement  authorities 
to  address  those  problems  by  taking  action  directly 
against  the  individuals  responsible.  In  fact,  OCC's  cur¬ 
rent  enforcement  policy  provides  that  a  strong  bias  for 
formal  enforcement  action  will  exist  "in  cases  involving 
serious  insider  abuse— whether  or  not  the  institution  is 
immediately  harmed. 

OCC’s  Criminal  Referral  Process 

For  many  years,  OCC  has  required  all  national  banks  to 
file  reports  of  crime  with  the  United  States  Attorneys,  the 
FBI,  and  the  OCC.  In  1986,  OCC  enhanced  this  require¬ 
ment  with  its  adoption  of  the  uniform  criminal  reporting 
form  developed  by  the  Bank  Fraud  Working  Group,  in 
wnich  OCC  has  actively  participated.  This  form  is  in¬ 
tended  to  enhance  the  quality  and  content  of  all  agency 
referrals. 

In  conjunction  with  adoption  of  this  form,  and  to  better 
facilitate  law  enforcement  efforts,  the  OCC  did  various 
things  These  included  the  establishment  of  points  of  con¬ 
tact  in  our  district  and  Washington  offices;  visits  by  OCC 


District  Counsel  and  individuals  from  the  OCC's  Enforce¬ 
ment  and  Compliance  Division  to  selected  U  S.  Attorney’s 
Offices  to  coordinate  referral  activity  and  to  discuss  in¬ 
dividual  cases;  monitoring  selected  cases  (eg.,  all  cases 
involving  executive  officers)  by  entering  them  into  the 
OCC's  Enforcement  and  Compliance  Information  System 
(ECIS);  specifically  designating  significant  cases  consid¬ 
ered  to  be  deserving  of  priority  attention  for  inclusion  into 
the  Department  of  Justice  Fraud  Section’s  Significant 
Case  tracking  system;  and  exchanging  information  involv¬ 
ing  criminal  referrals  between  and  among  state  and  fed¬ 
eral  bank  regulatory  agencies. 

In  addition  to  ongoing  coordination,  OCC  has  actively 
supported  prosecutions  in  individual  cases  by  providing 
documentation  and  examiner  expertise.  In  numerous  in¬ 
stances,  OCC  has  made  its  examiners  available  to  serve 
as  agents  of  grand  juries  or  to  act  in  a  consultive  capa¬ 
city.  One  of  OCC’s  most  senior  examiners,  who  has  been 
designated  as  a  Special  Assistant  in  the  Enforcement  and 
Compliance  Division,  is  assigned  on  a  full-time  basis  to 
track  questionable  offshore  shell  bank  activities  and 
serves  as  a  clearinghouse  of  information  in  this  regard 
for  state,  local,  federal,  and  international  law  enforcement 
authorities.  He  has  testified  on  numerous  occasions  as 
an  expert  in  cases  involving  bank  fraud  and  his  efforts 
have  been  instrumental  in  obtaining  a  number  of  impor¬ 
tant  indictments  and  convictions. 

The  Cooperative  Efforts  of  the  Bank  Fraud  Working 
Group 

In  December  of  1984,  senior  officials  from  the  Depart¬ 
ment  of  Justice,  the  FBI,  the  OCC,  FDIC,  FRB  and  the 
FHLBB  began  meeting  on  a  regular  basis  for  the  pur¬ 
pose  of  examining  the  entire  bank  fraud  prevention  and 
enforcement  effort.  In  April  of  1985,  the  principals  of  the 
participating  agencies  executed  a  document  setting  forth 
written  points  of  agreement  designed  to  improve  and  en¬ 
hance  the  entire  federal  law  enforcement  response  to 
bank  fraud  cases.  That  agreement  included  proposals 
specifically  aimed  at  improving  the  criminal  referral 
process  at  all  levels,  enhancing  coordination  and  cooper¬ 
ation  at  all  levels,  establishing  improved  recordkeeping 
and  tracking  systems  for  criminal  referrals,  developing 
and  implementing  additional  training  programs,  and  iden¬ 
tifying  and  working  for  regulatory  and  legislative  changes 
needed  to  remove  impediments  to  even  closer  coordi¬ 
nation. 

On  October  1,  1986,  at  a  meeting  of  the  Attorney  Gen¬ 
eral  and  the  heads  of  each  Working  Group  member 
agency,  the  Bank  Fraud  Working  Group  issued  its  first 
Progress  Report  in  which  it  reported  on  its  activities  since 
the  signing  of  the  April  1985  Points  of  Agreement.  The 
Working  Group  reported  that  after  numerous  meetings 
and  much  cooperative  effort  on  the  part  of  its  participants, 
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it  had  accomplished  most  of  the  goals  set  out  in  the  Points 
of  Agreement  and  was  continuing  to  work  on  those  re¬ 
maining.  The  Progress  Report  reflected  that: 

•  each  agency  had  adopted  and  was  using  a  uni¬ 
form  criminal  referral  form  and  had  promulgated 
regulations  or  guidelines  requiring  their  use  by 
agency  examiners  and  the  financial  institutions; 

•  points  of  contact  had  been  established  and  coor¬ 
dination  improved  at  the  local  and  headquarters 
levels  (including  systems  for  regular  feedback); 

•  a  new  FFIEC  white  collar  crime  training  course 
(modeled  after  OCC’s  successful  course)  had 
been  developed  along  with  a  joint  FBI/Interagency 
white  collar  crime  course  to  be  given  at  locations 
throughout  the  country; 

•  a  Department  of  Justice  Fraud  Section  tracking 
system  had  been  put  in  place  and  each  agency 
had  developed  improved  methods  of  tracking  and 
coordinating  its  criminal  referrals; 

•  prior  to  its  amendment  in  October  of  1986, 
guidance  regarding  prosecutions  under  the  Bank 
Bribery  Act  was  promulgated  and  distributed  and 
that  after  the  Act  was  amended  the  agencies 
jointly  developed  proposed  guidelines  for  adher¬ 
ence  to  the  requirements  the  new  law;  and 

•  specific  legislative  initiatives  had  been  proposed 
to  remove  impediments  to  the  sharing  of  infor¬ 
mation  contained  in  the  Right  to  Financial  Privacy 
Act  and  the  grand  jury  secrecy  rule,  Rule  6(e). 

Since  the  April  1985  agreement,  the  Bank  Fraud  Work¬ 
ing  Group  had  also  expanded  to  include  representatives 
of  the  Farm  Credit  Administration  and  the  National  Credit 
Union  Association.  Most  recently,  the  United  States  At¬ 
torney  from  Wilmington,  Delaware,  joined  the  Working 
Group  as  a  member,  bringing  to  the  group  the  unique 
perspective  of  a  prosecutor. 

The  Working  Group  has  demonstrated  that  the  federal 
financial  institution  regulatory  agencies  and  the  Depart¬ 
ment  of  Justice  can  work  together  successfully  to  improve 
coordination  and  to  attain  common  goals.  OCC  is  proud 
of  its  participation  in  and  contribution  to  the  important 
work  being  done  by  this  group. 

Proposals  for  Legislative  Changes 

The  invitation  to  testify  requested  that  we  share  with  the 
Subcommittee  any  recommendations  we  might  have  for 
legislative  action.  We  have  a  number  of  proposals  we 
would  like  to  bring  to  your  attention  at  this  time. 


Right  to  Financial  Privacy  Act 

OCC  supports  the  changes  made  last  year  in  the  Right 
to  Financial  Privacy  Act  (RFPA)  which  provided  bankers 
with  the  ability  to  provide  more  explicit  information  regard¬ 
ing  suspected  criminal  activity  without  fear  of  violating 
the  RFPA  or  incurring  civil  liability.  While  it  is  still  too  early 
to  judge  the  full  effects  of  those  changes,  I  have  received 
some  preliminary  indications  that  the  industry  remains 
confused  and  concerned  about  what  it  may  properly  pro¬ 
vide.  Some  believe,  for  instance,  that  the  RFPA  continues 
to  prohibit  them  from  submitting  the  “short-form"  crimi¬ 
nal  referral  form. 

While  we  applaud  the  removal  of  these  impediments,  we 
are  disappointed  that  the  Congress  did  not  enact  the 
Committee’s  proposal  regarding  exemption  of  insiders 
from  the  RFPA’s  notification  provisions.  Similarly,  we  are 
concerned  that  the  Administration's  recommendations  for 
amendment  to  the  RFPA  submitted  to  the  last  Congress 
were  not  passed.  Those  provisions  are  essential  to  our 
ability  to  interact  effectively  with  the  law  enforcement  com¬ 
munity.  It  is  necessary  to  give  the  regulatory  agencies 
authority  to  freely  provide  to  a  federal  prosecutor  all  law¬ 
fully  gathered  information  needed  to  support  a  criminal 
referral  without  the  need  for  a  grand  jury  subpoena  or 
customer  notification.  The  OCC  joins  the  Treasury  Assis¬ 
tant  Secretary  for  Enforcement  in  his  support  of  the  elimi¬ 
nation  of  these  impediments  and  urges  you  to  reconsider 
the  merits  of  the  previously  submitted  proposal. 

Changes  to  Rule  6(e) 

Last  year  the  Department  of  Justice  proposed  an  amend¬ 
ment  to  Rule  6(e)  which  would  have  permitted  a  district 
court  judge  under  certain  specified  circumstances  to 
authorize  agency  access  to  certain  grand  jury  informa¬ 
tion.  The  OCC  believes  that  if  a  law  enforcement  agency 
possesses  information  obtained  through  the  grand  jury 
process  which,  if  known  to  the  agency,  would  enable  us 
to  exercise  our  supervisory  or  enforcement  authority  to 
protect  the  institution  or  its  depositors,  there  ought  to  be 
a  way  for  the  law  enforcement  agency  to  share  that  infor¬ 
mation.  For  example,  in  BSA  cases  grand  jury  information 
could  be  useful  to  OCC  in  its  overall  supervisory  role  and 
to  the  Treasury  Assistant  Secretary  for  purposes  of  con¬ 
sidering  appropriate  enforcement  action  under  the  BSA 
The  proposal  submitted  last  year  by  the  Department  of 
Justice  would  have  made  the  transfer  of  information  pos¬ 
sible  in  a  manner  fully  consistent  with  the  purposes  to 
be  served  by  grand  jury  secrecy.  The  OCC  continues  to 
support  the  Department  of  Justice  proposal. 

Clarification  of  Cease  and  Desist  Authority 

Subsequent  to  the  holding  of  the  7th  Circuit  Court  of  Ap¬ 
peals  in  the  case  of  Larimore  v.  Comptroller  of  the  Cur- 
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rency  that  OCC  s  cease  and  desist  authority  did  not  in¬ 
clude  the  right  to  order  directors  of  a  national  bank  to 
reimburse  their  bank  for  losses  resulting  from  their  know¬ 
ing  violations  of  law,  the  Treasury  Department  submitted 
a  recommended  amendment  to  12  USC  §  1818(b)  in¬ 
tended  to  make  that  authority  clear.  The  OCC  strongly 
believes  that  the  affirmative  relief  provisions  of  the  OCC’s 
cease  and  desist  authority  were  clearly  intended  to  in¬ 
clude  this  form  of  relief,  and  that  the  Court's  interpreta¬ 
tion  unduly  restricts  an  otherwise  broad  congressional 
intent  to  provide  the  regulatory  agencies  with  wide  dis¬ 
cretion  in  formulating  appropriate  forms  of  relief  in 
response  to  violations  of  law  or  unsafe  or  unsound  bank¬ 
ing  practices.  We  urge  you  to  give  this  proposal  favor¬ 
able  consideration. 

Enforcement  Legislation  in  General 

Since  the  last  Congress,  representatives  of  the  federal 
financial  institution  regulatory  agencies  have  conducted 
a  series  of  meetings  to  discuss  other  recommendations 
for  legislative  changes  in  the  enforcement  area.  Many  of 
these  changes  grew  out  of  proposals  submitted  by  the 
FHLBB  and  the  FDIC  in  the  last  Congress.  The  intent  of 
these  meetings  has  been  to  develop  a  set  of  common 
proposals  for  changes  to  the  agencies'  enforcement 
authorities  aimed  at  removing  ambiguities  where  they  cur¬ 
rently  exist,  making  the  enforcement  process  as  consis¬ 
tent  and  compatible  as  possible  from  agency  to  agency, 
and  providing  the  agencies  with  some  additional  enforce¬ 
ment  powers  in  certain  areas.  We  look  forward  to  further 
analysis  and  discussion  of  these  proposals  once  they  are 
formally  advanced. 


Conclusion 

The  OCC  is  deeply  committed  to  preventing  anyone  from 
using  financial  institutions  to  launder  the  proceeds  of  their 
illegal  activities.  We  are  also  deeply  committed  to  the 
eradication  of  insider  abuse  and  bank  fraud  in  all  forms. 
The  OCC  stands  ready  to  work  with  Congress,  our  sister 
financial  institutions,  regulatory  agencies,  and  the  law  en¬ 
forcement  community  to  develop  and  implement  a  coor¬ 
dinated  and  comprehensive  response  to  the  threat  posed 
to  the  integrity  of  our  nation's  financial  system  by  those 
unlawful  activities.  To  assist  us  in  our  efforts,  we  encourage 
the  Congress  to  consider  favorably  legislative  proposals 
which  would  eliminate  present  restraints  on  our  efforts  in 
working  with  the  law  enforcement  community  and  its 
working  with  us. 

As  we  have  said  in  the  past,  however,  we  recognize  that 
law  enforcement  agencies  and  bank  regulators  alone  can 
provide  only  a  part  of  the  solution.  The  industry’s  own 
commitment  and  efforts  at  self-policing  are  essential  be¬ 
cause  the  banks’  own  internal  control  processes  are  the 
most  effective  mechanisms  for  ensuring  compliance. 

With  the  changes  we  have  urged  and  with  active  inter¬ 
agency  working  groups,  increased  international  coopera¬ 
tion,  and  a  committed  industry,  we  are  confident  that  sub¬ 
stantial  additional  progress  in  efforts  to  prevent  the 
nation's  financial  institutions  from  wittingly  or  unwittingly 
being  used  to  further  criminal  activities  will  be  possible. 


Remarks  by  Robert  L.  Clarke,  Comptroller  of  the  Currency,  before  the  Arthur  Young 
Washington  Seminar,  Washington,  D.C.,  June  18,  1987 


With  so  much  going  on  in  the  regulatory  field,  it’s  hard 
to  know  where  to  start. 

At  one  end  of  the  field,  we’re  trying  to  aid  well  managed 
banks  battered  during  the  last  few  years  by  depressed 
conditions  in  energy,  agriculture,  real  estate,  and  other 
sectors  of  the  economy  survive  and  return  to  health.  At 
the  other  end  of  the  field,  we  are  adapting  what  we  do 
and  the  way  we  do  it  to  prepare  for  the  transformation 
of  banks  into  truly  full-service  financial  service  providers. 
And  between  these  two  extremes  of  controlling  the  dam¬ 
age  from  past  events  and  preparing  to  supervise  the  bank 
of  the  future,  we  are  responding  to  the  day-to-day  de¬ 
mands  of  the  industry. 

The  one  thread  that  ties  everything  together,  however,  is 
change  We  recognize  that  as  banking  changes,  so  too 
must  we 


So  the  best  place  to  start  in  looking  at  bank  supervision 
is  the  target  of  that  effort:  banking  itself. 

It  is  no  secret  that  a  significant  number  of  national  banks 
lost  money  in  1986— nearly  one  out  of  five— and  that  the 
profitability  of  the  industry  as  a  whole  declined  for  the 
sixth  consecutive  year.  Last  year,  national  bank  failures 
reached  their  highest  level  in  many  decades,  although 
the  size  of  the  failed  institutions  was  generally  small. 

A  few  statistics  trace  the  decline  in  bank  profitability.  The 
median  return  on  assets  for  all  national  banks  steadily 
declined  from  1.11  percent  in  1980  to  .78  percent  in  1986 
The  mean  ROA  also  declined  from  .73  percent  to  58  per¬ 
cent  during  that  time.  The  median  return  on  equity  for 
all  national  banks  steadily  declined  from  13.93  percent 
in  1980  to  9.59  percent  in  1986.  The  mean  ROE  declined 
from  13  37  percent  to  984  percent  during  that  time. 
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It  now  appears  that  bank  managers  are  aggressively 
addressing  their  asset  quality  problems.  As  troubled 
sectors  of  the  economy  improve,  some  of  the  national 
banks  with  losses  in  1986  should  return  to  profit¬ 
ability. 

There  is  a  disturbing  longer  term  trend,  however,  which 
indicates  that  profitability  and  asset  quality  may  continue 
to  deteriorate. 

In  addition  to  the  problems  in  depressed  sectors  of  the 
economy,  commercial  banks  face  increasingly  intense 
competition,  competition  largely  from  non-bank  providers 
of  financial  services.  Whatever  competitive  advantage  the 
typical  insured  commercial  bank  once  had  is  fast  disap¬ 
pearing.  Since  1980,  for  example,  banking’s  share  of  the 
automobile  loan  market  has  declined  from  almost  53  per¬ 
cent  to  about  41  percent. 

And,  as  we  all  know,  banks  have  lost  significant  prime 
corporate  customers  to  the  commercial  paper  market, 
which  has  doubled  in  size  since  1980.  This  loss  has 
produced  a  corresponding  reduction  in  the  quality  of  loan 
portfolios  at  banks.  The  diminishing  quality  of  the  loan 
portfolios  has,  in  turn,  resulted  in  greater  loan  losses  and 
declining  earnings. 

Banks  have  supplemented  their  loan  income  through 
securities  trading  and  through  offering  services  that 
generate  fee  income,  trends  of  interest  to  the  bank 
supervisors. 

But  these  changes  in  operation  won’t  make  up  the  differ¬ 
ence  in  the  long  run.  Only  competitive  equity  can.  Unless 
something  is  done  to  give  banks  additional  flexibility  to 
respond  to  competitive  pressures,  the  safety  and  sound¬ 
ness  of  the  banking  system  will  continue  to  erode.  If  some¬ 
thing  could  be  done  to  expand  the  competitive  opportu¬ 
nities  open  to  banking,  banks  would  become  less 
susceptible  to  a  downturn  in  any  particular  industry  or 
sector  of  the  economy.  If  banks  have  the  authority  to 
deliver  the  products  customers  demand,  they  will  be  able 
to  earn  returns  that  can  attract  capital. 

That  is  the  backdrop  against  which  bank  supervisors 
must  play  their  roles  today.  And  our  performance  arises 
from  a  blend  of  ad  lib  and  scripted  action. 

For  example,  our  old  script  called  for  our  putting  regula¬ 
tory  pressure  on  a  bank  when  its  capital  slipped  much 
below  its  historical  level  or  the  regulatory  floor  of  6  per¬ 
cent.  Last  year,  however,  we  began  a  policy  of  capital  for¬ 
bearance  for  well-managed  banks  in  economically 
depressed  areas  of  the  country.  This  policy  was  intended 
to  give  these  banks  time  to  recover  from  events  beyond 
their  control  and  rebuild  capital  depleted  from  downturns 
in  their  markets. 


Not  too  many  years  ago,  capital  forbearance  would  have 
been  anathema  to  bank  supervisors  because  it  wasn't 
in  the  script.  But  we  ad-libbed  when  we  saw  that  the  script 
didn't  take  local  economic  conditions  into  account  as 
much  as  it  should  have. 

In  other  words,  we  recognized  that  those  banks  trapped 
by  the  ebbing  economic  tide  would  also  be  lifted  when 
the  tide  begins  to  rise— as  long  as  the  banks  remain  ship¬ 
shape  in  the  meantime  and  have  charted  a  course  to 
recovery. 

Recently,  we  also  recognized  that  the  tide  may  be  out 
longer  than  we  expected.  So,  within  the  next  few  weeks, 
we  will  ad-lib  again.  We  will  expand  our  forbearance  pol¬ 
icy  in  several  ways. 

We  will  extend  the  application  deadline  two  years,  to 
December  31,  1989  from  December  31,  1987.  We  will  also 
extend  the  deadline  for  bringing  capital  up  to  required 
mimmums  two  years,  to  1995  from  1993.  In  addition,  the 
policy  currently  calls  for  a  4  percent  minimum  ratio  of 
primary  capital  to  total  assets  to  qualify  for  forbearance. 
We  will  eliminate  that  minimum  and  permit  qualifying 
banks  to  continue  to  operate  with  lower  levels  of  capital. 

In  theory,  a  bank  could  be  allowed  to  continue  to  oper¬ 
ate  with  nearly  zero  capital  if  we  approve  its  plan  to  rebuild 
its  capital  base.  Having  said  that,  however,  I  must  add 
a  few  more  qualifications: 

•  The  closer  a  bank  comes  to  zero  capital,  the 
tougher  it  will  be  to  win  regulatory  approval. 

•  Those  banks  with  little  or  no  capital  have  no  mar¬ 
gin  for  error  and  would  thus  have  to  have  a  virtu¬ 
ally  ironclad  plan  for  prompt  restoration  of  capital. 

•  We  recognize  that  banks  with  low  capital  are  often 
low  earners. 

•  Managements  and  stockholders  would  be  well  ad¬ 
vised  to  infuse  additional  capital  into  a  bank  even 
if  forbearance  is  needed. 

The  critical  linkage  to  forbearance  is  that  the  fundamen¬ 
tals  must  be  in  place  to  assure  that  the  bank  can  sur¬ 
vive:  in  short,  capable  management  and  financial 
prospects. 

I  must  again  stress  that  capital  forbearance  will  not  be 
used  to  keep  insolvent  institutions  open.  Keeping  insol¬ 
vent  institutions  open  would  not  be  good  for  the  banking 
banking  system.  It  would  not  be  good  for  public 
confidence.  And  keeping  insolvent  institutions  open  would 
ultimately  be  more  expensive  for  the  insurance  fund  than 
closing  them. 
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Finally,  we  will  broaden  the  availability  of  capital  forbear¬ 
ance.  It  has  been  available  for  only  energy  and  agricul¬ 
tural  banks.  At  the  OCC  we  will  expand  its  availability  to 
all  national  banks  experiencing  problems. 

At  the  same  time,  the  FDIC  has  expanded  its  use  of  13(c) 
open-bank  assistance  to  prevent  bank  failures.  Two  years 
ago,  few  people,  including  bankers,  knew  what  13(c)  as¬ 
sistance  was.  Since  the  beginning  of  the  year,  four  13(c) 
transactions  have  been  completed,  with  several  other 
proposals  on  the  table.  Again,  as  conditions  change,  we 
find  we  must  change  with  them. 

Changing  often  calls  for  an  innovative  response,  looking 
at  things  differently  than  you  did  before.  Not  too  long  ago, 
the  owner  of  a  small  town  coffee  shop  looked  up  one  day 
to  see  the  whole  town  council  standing  in  front  of  his 
counter.  ‘  What  can  I  do  for  you7”  he  asked.  "Have  you 
heard.”  said  the  council  chairman,  “that  the  Catholics 
have  bought  the  north  end  of  town?  They're  going  to  build 
a  hospital  there.” 

The  chairman  continued:  “And  the  Baptists  have  bought 
the  south  end  of  town  for  a  Bible  School.  The  Epis¬ 
copalians  are  building  their  cathedral  on  the  west  side 
of  town,  and  the  Lutherans  will  construct  their  new  semi¬ 
nary  on  the  east  side.” 

“Wonderful,”  said  the  businessman,  “but  what  has  all 
this  to  do  with  me7”  “Well,”  said  the  council  chairman, 
“You're  the  only  profit  making  business  left  in  town,  so 
you  must  carry  the  entire  town  budget.”  “I  won’t  do  it! 
You  can’t  make  me!”  shouted  the  coffee  shop  owner.  “It’s 
the  law  and  you’ll  obey  it,”  said  the  councilman,  "I’m 
afraid  there  is  nothing  you  can  do.”  “Oh  no?”  said  the 
businessman,  “Well  for  openers,  take  off  your  hats  and 
stop  leaning  on  my  altar  .  ” 

As  you  know,  bankers  can  be  just  as  innovative  in  the  face 
of  altered  conditions.  In  the  last  few  years,  there  has  been 
a  rapid  expansion  in  the  banking  business  in  fee-gener¬ 
ating,  off-balance  sheet  activity— an  expansion  motivat¬ 
ed  m  large  part  by  the  competitive  pressures  facing  banks 
and  by  restrictions  on  their  ability  to  meet  that  competition. 

For  example,  at  the  ten  largest  national  banks,  standby 
letters  of  credit  grew  from  $23  billion— or  5  percent  of 
assets— in  1980  to  472  billion— or  more  than  13  percent 
of  assets— in  1986  Loan  commitments  today  exceed  one- 
third  of  total  assets  at  those  large  banks. 

As  you  know,  the  current  supervisory  minimum  capital 
standard  does  not  incorporate  off-balance-sheet  expo¬ 
sures  such  as  standby  letters  of  credit  and  loan  commit¬ 
ments  And  the  current  minimum  capital  ratios  are  based 
on  balance  sheet  assets  without  regard  to  the  risk  as¬ 
sociated  with  those  assets 


As  a  result,  along  with  the  shift  to  off-balance-sheet  items, 
banks  may  have  been  inclined  in  the  last  few  years  to  hold 
riskier,  less  liquid  assets  as  an  unintended  effect  of  the 
current  standard. 

One  innovative  response  federal  bank  supervisors  and 
the  Bank  of  England  have  proposed  to  these  changes 
is  a  risk-adjusted  method  for  assessing  the  adequacy  of 
bank  capital.  The  intention  of  the  proposal  is  to  develop 
an  approach  to  measuring  capital  adequacy  that  more 
accurately  relates  an  individual  bank’s  capital  to  the  risks 
it  assumes.  And  we  expect  that  a  risk-adjusted  capital 
standard  will  encourage  banks  to  adjust  the  scope  of  their 
operations  to  fit  their  capital  structures  more  closely. 

It  is  not,  however,  intended  as  a  means  of  requiring  in¬ 
creased  capital  in  the  banking  industry  as  a  whole.  Just 
as  bankers  have  become  innovative  in  altering  their 
response  to  economic  volatility  and  changing  market 
forces,  the  bank  supervisors  must  be  innovative  in 
responding  to  the  changes  in  banking. 

At  the  OCC  we  have  determined  that  we  can  be  most 
productive  by  focusing  on  the  risks  to  the  banking  sys¬ 
tem  as  a  whole  and  concentrating  on  those  risks  before 
they  result  in  systemic  problems.  Thus,  today,  much  of 
our  effort  involves  evaluating  problems,  rather  than  in  fol¬ 
lowing  the  transaction-by-transaction  approach  of  bank 
examination  as  we  did  in  the  past. 

In  other  words,  our  resources  are  now  being  allocated 
according  to  where,  in  our  judgment,  systemic  risks  to 
the  banking  system  lie.  Our  approach  relies  on  the 
knowledge  and  ability  of  examiners  to  tailor  OCC  efforts 
to  each  bank.  It  is  intended  to  ensure  that  banks  have 
the  systems  and  controls  required  to  anticipate  and  iden¬ 
tify  risks  and  to  deal  with  problems  as  they  occur. 

We  are  holding  bank  management  accountable  for  those 
systems  and  their  operations,  and  we  are  putting  a  greater 
emphasis  on  the  responsibilities  of  bank  directors. 

We  recognize,  of  course,  that  this  approach  cannot  pre¬ 
vent  all  cases  of  fraud  or  insider  abuse  or  eliminate  all 
asset  quality  problems.  But  no  other  approach  can  either. 
It  will,  however,  enable  us  to  identify  problems  early  and 
direct  banks  to  correct  problems  that  could  represent  a 
danger  to  the  entire  banking  system,  which  is  what  bank¬ 
ing  supervision  should  be  all  about.  Furthermore,  it  gives 
us  a  bigger  bang  for  the  buck  in  bank  supervision,  an 
important  consideration. 

Why7  The  number  of  OCC  field  examiners  has  declined 
11  percent  in  the  last  10  years,  while  the  number  of  na¬ 
tional  banks  on  the  OCC’s  problem  list  has  grown  from 
33  to  more  than  300  During  the  same  time,  the  level  of 
experience  among  our  field  examination  staff  has  also 
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declined.  As  a  result,  a  quarter  of  the  field  examiner 
positions  that  would  ideally  be  staffed  by  commissioned 
national  bank  examiners  are  held  by  less  experienced 
assistant  and  associate  national  bank  examiners,  or  the 
positions  go  unfilled  altogether.  Our  reliance  on  less  ex¬ 
perienced  staff  will  continue  for  at  least  the  next  five  years 
because  of  the  time  it  takes  to  develop  commissioned 
examiners. 

Given  the  changing  banking  industry  and  the  churning 
economic  and  competitive  environment  for  banking,  it  is 
understandable  that  federal  bank  supervisors  are  work¬ 
ing  closely  together  to  meet  the  demands  of  the  present 
and  to  prepare  for  the  future. 

At  the  same  time,  the  OCC  wants  to  work  more  closely 
with  you,  the  accounting  profession,  to  ensure  the  safety 
and  stability  of  banks.  We  share  that  common  mission— 
just  as  we  share  a  common  constituency— though  we  ap¬ 
proach  it  from  different  directions. 

As  you  know,  my  Special  Advisor,  Dana  Cook,  has  been 
exploring  with  representatives  from  your  profession  vari¬ 
ous  ways  to  increase  our  cooperative  efforts.  We  hope 
to  have,  before  too  many  more  months  pass,  an  agree¬ 
ment  on  greater  coordination. 


In  conclusion,  I  just  want  to  stress  that  we  at  the  OCC 
are  trying  to  work  with  banks,  banking  accountants  and 
all  the  other  players  on  the  banking  scene  The  only  way 
we  can  do  that  is  by  understanding  their  perspective  on 
the  problems  of  the  past  and  the  promise  of  the  future 

Failing  to  understand  where  the  other  party  is  coming 
from  is  fairly  easy  unless  you  make  an  effort,  as  a  cen¬ 
sus  taker  found  out  not  too  many  years  ago.  The  census 
taker,  assigned  to  some  territory  in  backwoods  Kentucky, 
knocked  on  the  door  of  a  shack.  An  oldtimer  came  to 
the  door  and  asked  what  he  wanted.  The  census  taker 
said:  “The  President  has  sent  us  across  the  country  to 
find  out  how  many  people  live  in  the  United  States."  The 
hillbilly  replied:  “I  hate  that  you  come  all  the  way  out  here 
to  ask  me,  ’cause  I  ain’t  got  the  faintest  idea." 

At  the  OCC  we  recognize— unlike  that  census  taker— 
that  if  we  make  the  effort  to  understand  where  other  folks 
are  coming  from,  we  can  promote  understanding  and 
thereby  foster  cooperation. 

I  therefore  urge  you,  individually  and  as  a  group,  to  ap¬ 
proach  us  with  your  views  on  any  issue.  You'll  find  us  to 
be  reasonable  people.  And  to  back  up  that  statement  with 
living  proof. 
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Interpretive  Letters 

378— March  24,  1987 

This  is  in  response  to  the  proposal  by  your  client,  ***,  to 
increase  its  liquidity  and  raise  term  funds  through  the  is¬ 
suance  and  sale  of  collateralized  mortgage  obligations 
(CMOs).  CMOs  generally  are  bonds  or  other  obligations 
or  evidences  of  indebtedness  representing  the  transfer 
of  an  interest  in  an  underlying  mortgage,  pool  of  mort¬ 
gages  or  mortgage-related  obligations.  These  particular 
CMOs  would  be  sold  through  an  unaffiliated  underwriter 
in  minimum  denominations  of  $100,000  to  sophisticated 
investors. 

The  offering  would  be  registered  with  the  Securities  and 
Exchange  Commission  under  the  Securities  Act  of  1933. 
The  investors  would  look  solely  to  an  identified  residen¬ 
tial  mortgage  pool  for  payment  of  principal  and  interest 
on  the  CMOs  and  would  have  no  recourse  against  the 
other  assets  of  the  bank  or  any  other  issuer.  This  fact 
would  be  brought  prominently  to  the  attention  of  prospec¬ 
tive  investors.  Prospective  investors  would  also  be  spe¬ 
cifically  informed  that  the  CMOs  do  not  represent  bank 
deposits  and  are  not  insured  by  the  Federal  Deposit  In¬ 
surance  Corporation. 

The  bank  anticipates  using  substantially  all  of  the  con¬ 
ventional,  FHA  and  VA-insured  residential  mortgages  in 
its  portfolio  to  secure  the  CMOs,  which  would  be  issued 
and  sold  on  this  single  occasion.  The  bank  does  not  ex¬ 
pect  to  engage  in  a  series  of  similar  transactions.  The 
mortgages  are  reported  to  be  high-quality  loans,  secured 
by  first  liens  on  one-  to  four-family  homes,  which  yield 
rates  of  return  below  the  current  market  rate.  In  the  event 
of  prepayment  or  default  on  any  mortgage,  the  bank 
would  have  no  obligation  to  repurchase  or  replace  it. 
While  the  CMOs  are  outstanding,  the  bank,  in  return  for 
its  customary  fee,  would  continue  to  service  the  mort¬ 
gages  for  the  benefit  of  the  CMO  holders.  When  the 
CMOs  are  retired  in  full,  any  residual  interest  in  the  mort¬ 
gages  would  revert  to  the  bank. 

The  transaction  would  be  structured  in  one  of  three  ways. 
In  the  first  proposal,  the  bank  would  issue  and  sell  the 
CMOs  to  an  underwriter,  who  in  turn  would  sell  to  sophisti¬ 
cated  investors.  The  CMOs  would  be  secured  by  a  lien 
on  the  mortgages.  The  mortgages  would  be  segregated 
and  pledged  to  an  indenture  trustee,  which  would  hold 
them  as  security  for  the  CMO  holders.  The  security  in¬ 
terest  would  be  perfected  by  delivery  of  the  mortgage 
notes  and  related  security  documents  to  the  trustee  and 
appropriate  recordation  of  the  pledge. 

In  the  second  proposal,  the  mortgages  would  be  trans¬ 
ferred  by  the  bank  to  a  wholly  owned,  special  purpose 
operating  subsidiary,  probably  by  way  of  an  equity  con¬ 


tribution  The  subsidiary  would,  in  turn,  issue  and  sell  the 
CMOs  to  the  underwriter,  securing  them  with  a  pledge 
of  the  mortgages  to  an  indenture  trustee  The  subsidiary 
would  transfer  the  proceeds  of  the  CMO  sale  to  the  bank, 
probably  by  way  of  a  dividend  or  return  of  capital. 

In  the  third  proposal,  the  CMOs  would  be  issued  and  sold 
by  the  indenture  trustee  of  a  trust  to  which  the  bank  would 
grant  a  first  lien  on  the  mortgages  to  secure  the  CMO 
holders.  Again,  the  proceeds  of  the  CMO  sale  would  be 
remitted  to  the  bank. 

The  bank  would  not,  under  any  of  the  proposals  finance 
any  purchaser’s  acquisition  of  the  CMOs,  purchase  the 
CMOs  for  any  trust  or  agency  account  as  to  which  it  has 
investment  discretion,  or  for  the  bank’s  pension  accounts, 
or  promote  the  CMOs.  In  the  case  of  the  second  or  third 
proposal,  the  bank  would  not  lend  money  to  the  subsidi¬ 
ary  or  the  trust.  The  CMOs  are  expected  to  be  issued 
in  four  classes,  with  stated  maturities  of,  e.g.,  one  year, 
four  years,  seven  years  and  ten  years.  The  stated  maturi¬ 
ties  will  be  based  on  the  scheduled  payments  of  prin¬ 
cipal  and  interest  on  the  pledged  mortgage  loans. 

Subject  to  the  possibility  that  one  or  more  classes  will  be 
a  "compound  interest"  obligation  on  which  interest  will 
accrue  and  be  paid  only  after  the  entire  principal  amount 
of  each  other  class  has  been  paid  in  full,  interest  is  ex¬ 
pected  to  be  payable  quarterly  at  a  fixed  rate  for  each 
class.  Principal  payments  will  be  applied  first  to  the  earli¬ 
est  maturing  class  of  CMOs  until  they  are  paid  in  full,  then 
to  the  next  maturing  class  until  paid  in  full,  and  so  on. 
Scheduled  payments  of  principal  and  interest  on  the 
pledged  mortgage  loans  are  intended  to  be  sufficient  to 
make  the  required  payments  of  interest  and  principal  on 
the  CMOs.  In  fact  the  bank  anticipates  that  the  CMOs 
will  be  substantially  over-collateralized  to  ensure  their  at¬ 
tractiveness  to  purchasers. 

Payments  on  the  pledged  mortgage  loans  (including  in¬ 
surance  proceeds  and  proceeds  from  mortgage  fore¬ 
closures)  will  be  made  by  the  individual  mortgagors  to 
the  bank  as  servicing  agent  and  deposited  in  insured  (to 
the  extent  available)  custodial  accounts  pending  (1)  pay¬ 
ment  of  taxes,  insurance  and  the  like  (and  deposit  of 
amounts  in  applicable  escrow  accounts  for  such  ex¬ 
penses)  and  (2)  transfer  of  the  amount  in  excess  of  in¬ 
surance  limits  to  a  collateral  proceeds  account  to  be  main¬ 
tained  by  an  independent  indenture  trustee  under  an 
indenture  which  complies  with  the  requirement  of  the 
Trust  Indenture  Act  of  1939.  Funds  in  the  collateral  pro¬ 
ceeds  account  would  be  invested  by  the  trustee  in  cer¬ 
tain  eligible  investments,  as  specified  by  the  issuer  of  the 
CMOs,  but  limited  to  instruments  which  national  banks 
may  invest  in  under  the  authority  of  12  U.SC  §§  24 
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(Seventh)  and  84  The  indenture  provides  that,  in  the 
event  a  significant  number  of  mortgages  are  prepaid,  the 
CMOs  would  be  called  early. 

The  trustee  will  make  interest  and  principal  payments  on 
the  CMOs  from  the  collateral  proceeds  account  or,  to  the 
extent  that  account  is  not  sufficient,  from  reserve  funds 
established  under  the  indenture.  If  the  servicing  agent 
fails  to  perform  its  duties  in  accordance  with  the  servic¬ 
ing  agreement  the  indenture  trustee  may  terminate  the 
agreement  and  (1)  succeed  to  the  role  of  servicing  agent, 
or  (2)  with  the  approval  of  the  issuer,  appoint  a 
FNMA/FHLMC-approved  successor  servicing  agent. 

In  case  of  an  event  of  default,  the  trustee,  acting  on  its 
own  determination  as  to  what  is  in  the  best  interests  of 
the  CMO  holders,  or  acting  on  the  request  of  the  holders 
of  a  specified  percentage  (to  be  set  out  in  the  indenture) 
of  CMO  holders,  may  declare  the  principal  of  the  out¬ 
standing  CMOs  to  be  due  and  payable,  and  sell  the 
pledged  mortgages  and  related  collateral,  distributing  the 
net  sale  proceeds  pro  rata  to  the  CMO  holders.  The  mort¬ 
gages  and  related  collateral  will  not  be  sold  unless  (1) 
the  proceeds  of  the  sale  are  sufficient  to  pay  all  amounts 
due  on  the  CMOs  at  the  date  of  sale  or  (2)  the  trustee 
determines  that  the  mortgages  and  related  collateral 
would  not  be  sufficient  on  an  ongoing  basis  to  make  all 
payments  on  the  CMOs  as  they  would  have  become  due 
absent  acceleration,  and  a  specified  percentage  (to  be 
set  out  in  the  indenture)  of  the  CMO  holders  consent. 

This  CMO  proposal,  which  involves  a  “securitization”  of 
bank  assets,  was  developed  to  turn  the  bank's  mortgage 
portfolio  into  a  liquid  asset  without  having  to  account  for 
the  transaction  as  a  sale  of  assets.  The  bank  does  not 
want  to  sell  the  mortgages  because  this  would  result  in 
a  loss  on  its  income  statement.  In  sum,  the  bank's 
residential  mortgage  assets,  pledged  to  the  trustee,  will 
remain  on  the  bank's  books.  The  bank  will  retain  a  rever¬ 
sionary  interest  in  the  assets  which  is  likely  to  be  sub¬ 
stantial. 

For  the  reasons  given  below,  we  believe  that  the  bank 
could  implement  the  proposal  in  any  of  the  three  ways 
suggested  Common  sense  would  dictate  that  banks,  as 
any  business,  can  sell  some  of  their  assets  or  interests 
therein  from  time  to  time.  Similarly,  they  can  borrow 
money  and  pledge  some  of  their  assets  as  collateral.  A 
line  of  Comptroller  precedent  letters  during  the  past  de¬ 
cade  has  found  various  sales  of  mortgage-backed  or 
mortgage  related  obligations  to  be  legal,  whether  the 
transactions  represented  a  sale  of  the  underlying  assets 
on  the  bank's  books  or  instead  represented  a  pledge  of 
the  assets  as  collateral  to  support  a  borrowing  See,  eg., 
Comptroller  Press  Release  of  March  30,  1977  and  letter 
from  Robert  Bloom,  Acting  Comptroller  of  the  Currency 
[Transfer  Binder]  Fed  Banking  L  Rep  (CCH)  1  97093, 


February  14,  1978  letter  from  Charles  B  Hall,  Deputy 
Comptroller  for  Banking  Operations,  id  1  85100;  May  18, 

1978  letter  from  John  G.  Heimann,  Comptroller  of  the 
Currency,  id.  1  85116;  October  17,  1978  letter  from  H.  Joe 
Selby,  Deputy  Comptroller  for  Operations,  id.  1  85134; 
April  20,  1979  letter  from  Paul  M.  Homan,  Senior  Deputy 
Comptroller  for  Bank  Supervision,  id.  1  85167;  July  31, 

1979  letter  from  John  M.  Miller,  Deputy  Chief  Counsel, 
id.  1  85182;  February  1,  1980  letter  from  Paul  M.  Homan, 
Senior  Deputy  Comptroller  for  Bank  Supervision,  id.  1 
85213;  May  29,  1981  letter  from  Billy  C.  Wood,  Deputy 
Comptroller  Multinational  Banking,  id.  1  85275;  April  12, 
1983  letter  from  Brian  W.  Smith,  Chief  Counsel,  id.  1 
85421;  and  May  22,  1986  letter  from  Richard  V.  Fitzgerald, 
Chief  Counsel,  id.  1  85532. 

The  bank  will  account  for  the  CMO  transaction  as  a  col¬ 
lateralized  borrowing  both  under  general  accounting  prin¬ 
ciples  and  for  bank  regulatory  accounting  purposes.  As 
to  general  accounting,  Financial  Accounting  Standards 
Board  Technical  Bulletin  No.  85-2;  Accounting  For  Col¬ 
lateralized  Mortgage  Obligations  (CMOs),  March  18, 
1985,  states  in  pertinent  part: 

Question 

1.  Certain  types  of  bonds  secured  by  mortgage- 
backed  securities  or  mortgage  loans  are  structured 
so  that  all  or  substantially  all  of  the  collections  of 
principal  and  interest  from  the  underlying  collater¬ 
al  are  paid  through  to  the  holders  of  the  bonds.  The 
bonds  are  typically  issued  with  two  or  more  matu¬ 
rity  classes;  the  actual  maturity  of  each  bond  class 
will  vary  depending  upon  the  timing  of  the  cash 
receipts  from  the  underlying  collateral.  These  bonds 
are  issued  by  a  minimally  capitalized  special- 
purpose  corporation  (issuer)  established  by  a  spon¬ 
soring  parent  corporation  and  are  commonly 
referred  to  as  "collateralized  mortgage  obligations,” 
or  CMOs.  The  mortgage- backed  securities  or  mort¬ 
gage  loans  securing  the  obligation  are  acquired  by 
the  special-purpose  corporation  and  then  pledged 
to  an  independent  trustee  until  the  issuer’s  obliga¬ 
tion  under  the  bond  indenture  has  been  fully  satis¬ 
fied.  The  investor  can  only  look  to  the  issuer’s  as¬ 
sets  (primarily  the  trusteed  assets)  or  third  parties 
(such  as  insurers  or  guarantors)  for  repayment  of 
the  obligation.  As  a  result,  the  sponsor  and  its  other 
affiliates  have  no  financial  obligation  under  the  in¬ 
strument,  although  one  of  those  entities  may  retain 
the  responsibility  for  servicing  the  underlying  mort¬ 
gage  loans.  How  should  the  special-purpose  issuer 
account  for  this  transaction? 

Response 

2  CMOs  should  be  presumed  to  be  borrowings 
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that  are  reported  as  liabilities  in  the  financial  state¬ 
ments  of  the  issuer  unless  all  but  a  nominal  portion 
of  the  future  economic  benefits  inherent  in  the  as¬ 
sociated  collateral  have  been  irrevocably  passed  to 
the  investor  and  no  affiliate  of  the  issuer  can  be  re¬ 
quired  to  make  future  payments  with  respect  to  the 
obligation. 

In  your  client’s  proposal,  because  the  CMOs  will  be  sub¬ 
stantially  over-collateralized,  the  bank  retains  more  than 
a  “nominal”  interest  in  the  pledged  residential  mort¬ 
gages.  FASB  Technical  Bulletin  No.  85-2  therefore  re¬ 
quires  treatment  of  the  CMO  transaction  as  a  collateral¬ 
ized  borrowing.  Similarly,  the  bank  must  report  the 
transaction  under  R-C  Liabilities,  Item  No.  16,  “Other  bor¬ 
rowed  money,”  on  its  quarterly  Call  Report.1 

It  is  well  established  that  national  banks  can  borrow 
money.  See,  e.g.  Wyman  v.  Wallace ,  201  U.S.  230  (1906); 
Aldrich  v.  Chemical  National  Bank,  176  U.S.  618  (1899); 
Auten  v.  United  States  National  Bank  of  New  York,  174 
U.S.  125  (1898).  In  Auten,  the  U.S.  Supreme  Court  cited 
banking  treatises  and  earlier  case  law  in  explaining  the 
essential  role  borrowing  plays  in  banks’  credit  inter¬ 
mediation: 

Banking  in  much,  if  not  in  the  greater  part  of  its  prac¬ 
tice,  is  in  strict  sense  borrowing,  and  we  may  well 
hesitate  to  condemn  it  as  illegitimate,  or  regard  it 
as  out  of  the  course  of  regular  business,  and  hence 
suspicious  and  questionable  .... 

A  banker,  Macleod  says,  is  a  trader  who  buys 
money,  or  money  and  debt,  by  creating  other  debts, 
which  he  does  with  his  credit  —  exchanging  for  a 
debt  payable  in  the  future  one  payable  on  demand. 
This,  he  says,  is  the  essential  definition  of  banking. 
The  first  business  of  a  banker  is  not  to  lend  money 
to  others  but  to  collect  monies  from  others. 
Macleod,  Banking,  vol.  1,  2d  ed.  pp.  109,  110.  And 
Gilbert  defines  a  banker  to  be  ‘a  dealer  in  capital, 
or  more  properly  a  dealer  in  money.  He  is  an  inter¬ 
mediate  party  between  the  borrower  and  the  lender. 

He  borrows  of  one  party  and  lends  to  another.’  Gil¬ 
bert,  Banking,  vol.  1,  p.  2  .  .  .  . 

[T]he  views  expressed  are  pertinent.  They  show  the 
basis  of  credit  upon  which  banks  rest,  and  the 
necessity  of  having  power  to  support  it;  maybe  to 
extend  it.  Borrowing  is  borrowing,  no  matter  from 
whom.  Discounting  bills  and  notes  may  require 
rediscounting  them;  buying  bills  and  notes  may  re¬ 
quire  selling  them  again.  Money  may  not  be  equally 

’See  Instructions  Consolidated  Reports  of  Condition  and  Income  for 
Insured  Commercial  Banks  with  Domestic  and  Foreign  Offices  (Report¬ 
ing  Form  Federal  Financial  Institutions  Examination  Council  031)  Item 
No  16  (hereafter  Call  Report) 


distributed.  It  is  a  bank’s  function  to  correct  the  in¬ 
equality.  The  very  object  of  banking  is  to  aid  the 
operation  of  the  laws  of  commerce  by  serving  as 
a  channel  for  carrying  money  from  place  to  place 
as  the  rise  and  fall  of  supply  and  demand  require 
and  it  may  be  done  by  rediscounting  the  bank’s 
paper  or  by  some  other  form  of  borrowing  (cita¬ 
tions  omitted)  (174  U.S.  at  141-43.) 

Many  of  the  cases  also  demonstrate  that  national  banks 
can  pledge  assets  to  secure  their  borrowings.  See,  eg., 
Wyman,  supra;  Schumacher  v.  Eastern  Bank  and  Trust 
Co.,  52  F.2d  925  (4th  Cir.  1931);  Merchants'  Nat.  Bank 
v.  First  Nat.  Bank,  238  F.  502  (8th  Cir.  1916);  Third  Nat 
Bank  and  Trust  Co.  of  Scranton  v.  McMahon,  17  F.  Supp 
869  (N.D.  Pa.  1937).  The  only  question  which  arises  in 
this  context  is  whether  the  bank’s  borrowing  takes  the 
form  of  a  deposit  or  a  loan.  Although  secured  loans  to 
banks  are  permissible,  the  majority  rule  enunciated  in  the 
case  law  is  that  secured  private  deposits  are  not  permis¬ 
sible.  The  Comptroller’s  Interpretive  Ruling  7.7410,  12 
C.F.R.  §  7.7410,  consequently  indicates  that  national  banks 
“lack  the  power  to  pledge  their  assets  to  secure  private 
deposits.” 

For  a  variety  of  reasons,  we  believe  the  CMO  transaction 
is  a  borrowing  and  not  a  deposit  for  purposes  of  this 
Comptroller  ruling  and  the  case  law  on  which  it  is  based. 
The  Fourth  Circuit  in  Schumacher,  supra,  discussed 
several  indicia  which  distinguish  between  a  loan  to  a  bank 
and  a  deposit  in  that  bank: 

While  the  legal  effect  of  a  deposit  is  a  loan  to  the 
bank,  so  that  the  relation  of  debtor  and  creditor  is 
created  between  the  bank  and  the  depositor  (cita¬ 
tions  omitted),  there  is  this  distinction  between  a 
loan  and  a  deposit  as  these  words  are  used  in  com¬ 
mon  parlance:  A  loan  is  primarily  for  the  benefit  of 
the  bank;  a  deposit  is  primarily  for  the  benefit  of  the 
depositor.  A  loan  is  not  subject  to  check;  a  deposit 
ordinarily  is.  A  loan  usually  arises  from  the  neces¬ 
sities  of  the  borrowing  bank;  a  deposit,  from  the 
confidence  of  the  depositor  in  its  strength.  A  loan 
ordinarily  is  sought  by  the  bank  for  its  own  pur¬ 
poses;  a  deposit  is  ordinarily  made  by  the  deposi¬ 
tor  for  purposes  of  his  own.  (52  F.2d  at  926-27.) 

In  Schumacher,  the  parties  had  characterized  their  trans¬ 
action  as  a  “deposit"  but  the  court  concluded  that  it  was 
really  a  loan  to  the  bank.  In  the  proposal  under  discus¬ 
sion,  the  purchasers  of  the  CMOs  are  investors  who  ex¬ 
pect  to  obtain  principal  and  interest  payments  from  the 
pledged  mortgaged  loans.  Neither  the  bank  nor  the 
bondholders  are  characterizing  their  relationship  as  a 
deposit  relationship.  As  discussed  above,  accounting 
principles  and  Call  Report  instructions  require  the  bank 
to  treat  the  CMOs  sale  as  a  collateralized  borrowing  In 
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other  words,  the  transaction  does  not  have  the  common 
indicia  of  a  bank  deposit. 

It  is  also  important  to  note  that  the  CMO  transaction  does 
not  create  a  deposit  liability  within  the  meaning  of  the  Fed¬ 
eral  Deposit  Insurance  Act,  12  USC.  §  1813 (/).  The  Fed¬ 
eral  Deposit  Insurance  Corporation  is  authorized,  in  12 
U  S  C  §  1813(/)(5),  for  example  after  consulting  with  the 
Comptroller  and  the  Federal  Reserve,  to  find  and 
proscribe  by  regulation  what  are  deposit  liabilities  by 
general  usage.  The  FDIC  does  not  consider  CMOs  to  be 
deposits.  In  fact,  that  agency’s  proposed  statement  of 
policy  on  special  purpose  finance  subsidiaries  of  state 
nonmember  insured  banks  and  certain  savings  banks, 
51  Fed.  Reg.  12560  (April  11,  1986),  considered  the 
CMOs  which  would  be  issued  by  the  subsidiaries  to  be 
collateralized  borrowings  of  the  parent  banks. 

In  sum,  your  client’s  proposed  CMO  transaction  is  not 
evidenced  by  a  deposit  instrument,  and  is  not  charac¬ 
terized  by  the  parties  as  a  deposit;  it  will  necessarily  be 
accounted  for  and  treated  in  the  bank’s  Call  Report  as 
a  borrowing;  CMOs  are  not  considered  deposits  under 
general  custom  and  usage;  and  CMOs  are  not  consi¬ 
dered  as  deposits  within  the  meaning  of  the  Federal 
Deposit  Insurance  Act  as  administered  by  the  FDIC.  For 
all  of  these  reasons,  we  conclude  that  the  transaction  falls 
within  the  long  line  of  cases  which  uphold  the  authority 
of  national  banks  to  borrow  money  and  to  pledge  assets 
as  collateral  therefor.2 * * * * 7 

Further,  national  banks,  as  virtually  any  business,  can 
raise  funds  for  their  operations  by  issuing  debt  instru¬ 
ments,  including  bonds  or  other  debt  securities.  See,  e.g., 
Sample  Articles  of  Association,  Article  Fifth,  5  Fed.  Bank¬ 
ing  L.  Rep.  (CCH)  1  60,025;  12  C.F.R.  §  3.100  (subordi¬ 
nated  notes  and  debentures  may  be  treated  in  part  as 
bank  capital  if  they  satisfy  certain  criteria);  Call  Report 
Items  No.  16  and  19  (reporting  of  liabilities  other  than 
deposits)  This  basic  feature  of  national  bank  corporate 
powers  is  not  altered  by  the  Glass- Steagall  Act.  Section 
21  of  the  Act,  12  U.S.C.  §  378,  specifically  states  that  it 
does  not  prohibit  a  national  bank  from  issuing  securities 
to  the  extent  permitted  under  the  National  Bank  Act,  12 
U  SC  §  24.  Section  16  of  the  Glass-Steagall  Act,  incor¬ 


2You  should  consult  with  the  Federal  Reserve  Board  to  determine 

whether  the  CMO  transaction  would  be  considered  by  them  to  be  a 
deposit  for  purposes  of  the  member  bank  reserve  requirements  in 

Regulation  D  12  C  F  R  Part  204  In  particular,  sections  204  2(a)(1)(vii) 

and  (a)(2)('/J  seem  pertinent  Even  if  the  Federal  Reserve  concluded 
that  the  transaction  is  subject  to  reserve  requirements,  that  does  not 

mean  there  s  a  deposit  under  the  Comptroller's  Interpretive  Ruling 

7  7410  12  C  F  R  7  7410  The  definition  of  deposit  in  Regulation  D  is  an 
e* pans>  /e  one  designed  in  large  part  to  facilitate  the  Federal  Reserve 
Board  s  monetary  control  policies  The  Board  itself  has  indicated  that 
Regulation  D  currently  defines  as  deposits  a  number  of  sources  of 
funds  that  frequently  are  not  classified  as  deposits  for  other  purposes  '' 
45  Fed  Reg  56009  56014  fAugust  22  1980) 


porated  as  an  amendment  to  this  powers  statute,  12  U.S.C 
§  24  (Seventh),  places  no  limitations  on  national  banks' 
issuance  of  debt  securities  to  help  fund  their  ongoing 
operations.  When  one  studies  section  16  of  the  Glass- 
Steagall  Act,  particularly  in  the  context  of  the  National 
Bank  Act  of  which  it  was  made  a  part,  it  becomes  clear 
that  Congress’  intent  was  to  control  the  types  and 
amounts  of  national  bank  purchase  and  sale  activity  with 
respect  to  securities  issued  by  others.  The  bank’s  own 
securities  issuances  remained  unaffected. 

Moreover,  Congress  has  long  sought  to  encourage  a 
secondary  market  for  mortgage  loans  to  improve  liquidi¬ 
ty  in  residential  and  commercial  real  estate  lending  and 
thereby  facilitate  credit  flows  in  that  direction.  It  made  clear 
in  a  1935  proviso  added  to  section  21  of  the  Glass- 
Steagall  Act,  12  U.S.C.  §  378,  that  the  law  should  not  be 
construed  in  such  a  manner  as  to  affect  in  “any  way  such 
right  as  any  bank  .  .  .  may  otherwise  possess  to  sell, 
without  recourse  or  agreement  to  repurchase,  obligations 
evidencing  loans  on  real  estate  .  .  .  ”.  Such  an  activity 
does  not  embroil  banks  in  the  speculative  risks  and  other 
hazards  which  the  Act  was  designed  to  control  or 
eliminate.  Indeed,  risks  to  the  banking  system  are 
reduced  to  the  extent  that  banks  can  utilize  modern  asset- 
liability  management  tools  to  achieve  improved  liquidity 
in  their  long-term  assets. 

The  securities  laws  are  the  only  remaining  consideration. 
As  mentioned,  the  CMOs  will  be  registered  with  the  SEC 
under  the  Securities  Act  of  1933.  The  bank’s  issuance 
and  sale  of  CMOs,  through  an  unaffiliated  underwriter, 
will  also  be  subject  to  the  antifraud  provisions  of  this  Act 
and  the  Securities  Exchange  Act  of  1934.  The  Investment 
Company  Act  of  1940  regulates  the  activities  of  any  secu¬ 
rities  issuer  which  falls  within  its  definition  of  an  investment 
company,  generally  an  organization  that  invests  and 
trades  in  securities  or  face  amount  certificates  of  the  in¬ 
stallment  type.  15  U.S.C.  §  80a-3(a).  The  1940  Act  exempts 
certain  institutions,  including  banks,  from  the  definition 
of  an  investment  company.  15  U.S.C.  §  80a-3(c)(3). 
Another  exemption  applies  to  issuers  engaged  in  “pur¬ 
chasing  or  otherwise  acquiring  mortgages  and  other  liens 
on  an  interest  in  real  estate.’’  15  U.S.C.  §  80a-3(c)(5)(C). 
You  should  consult  with  the  SEC  to  ascertain  whether 
these  exceptions  will  insulate  your  client's  program  from 
the  requirements  pertaining  to  investment  companies  in 
the  1940  Act. 

Our  conclusion,  then,  is  that  your  client  bank  may  issue 
and  sell  CMOs  through  an  unaffiliated  underwriter,  pledg¬ 
ing  its  residential  mortgage  loans  to  a  trustee  who  will 
act  on  behalf  of  the  bondholders.  The  transaction  is  a 
collateralized  borrowing,  not  a  deposit,  to  be  accounted 
for  and  treated  as  such  in  the  bank's  Call  Report  You 
should  ask  the  Federal  Reserve  whether  the  reserve  re¬ 
quirements  of  Regulation  D  would  apply.  And  you  should 
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consult  with  the  SEC  concerning  the  application  of  the 
Investment  Company  Act  of  1940. 

I  trust  that  this  reply  is  responsive  to  your  inquiry. 

Emory  W.  Rushton 
Deputy  Comptroller 
for  Multinational  Banking 


379  —  March  30,  1987 

I  am  writing  in  response  to  your  letters  of  April  23,  July 
17,  and  November  6,  1986,  to  Attorney  ***  of  our  ***  Dis¬ 
trict  Office  in  ***.  ***  referred  your  question  to  this  office, 
and  he  requested  that  I  reply  directly  to  you.  You  wished 
to  know  whether  the  Comptroller’s  adjustable-rate  mort¬ 
gage  (ARM)  regulation,  12  C.F.R.  Part  29,  would  apply 
to  a  certain  lending  transaction.  My  conclusion  is  that  it 
does. 

The  factual  background,  as  you  have  described  it,  is  as 
follows: 

Our  bank  client  has  closed  a  $2,000,000.00  line  of 
credit  loan  to  an  individual  commercial  borrower, 
the  proceeds  of  which  are  intended  to  be  used  by 
the  borrower  either:  (i)  to  construct  and/or  renovate 
improvements  on  existing  single  family  residential 
properties  owned  by  the  borrower  for  the  purpose 
of  resale  or  (ii)  to  acquire  additional  residential 
properties  for  purposes  of  renovation  and  resale. 
The  loan  has  been  initially  secured  by  two  existing 
residential  properties  owned  by  the  borrower  and, 
therefore,  none  of  the  loan  proceeds  advanced  to 
date  have  been  used  to  acquire  any  residential 
properties;  however,  as  the  existing  properties  are 
renovated  and  sold,  it  is  contemplated  that  the  bor 
rower  will  use  advances  under  the  line  of  credit  to 
acquire  other  residential  properties  for  purposes  of 
renovation  and  resale. 

The  interest  rate  applicable  to  the  subject  loan  is 
based  upon  our  bank  client’s  prime  rate.  All  of  the 
residential  properties  are  contemplated  to  be  in  the 
“luxury”  class  (i.e.,  $500,000.00  and  above)  and  will 
be  non-owner  occupied.  During  the  term  of  the  line 
of  credit,  it  is  contemplated  that  the  borrower  will 
acquire  and  resell  more  than  four  single  family 
residential  properties;  however,  at  any  one  time,  the 
loan  may  be  secured  by  less  than  four  single  fami¬ 
ly  residential  properties.  In  addition  to  the  single  fa¬ 
mily  residential  properties,  the  loan  is  also  secured 
by  other  collateral  of  the  borrower. 

You  apparently  discussed  with  ***  the  idea  that  this  trans¬ 
action  should  be  exempt  from  the  ARM  regulation  be¬ 


cause  it  is  analogous  to  a  construction  loan  to  a 
builder/developer  who  is  building  homes  for  resale  How¬ 
ever,  I  cannot  agree  with  this  conclusion 

An  adjustable-rate  mortgage  loan  subject  to  the  ARM 
regulation  is  defined  as  follows 

An  adjustable-rate  mortgage  loan  is  any  loan  made 
to  finance  or  refinance  the  purchase  of  and  secured 
by  a  lien  on  a  one-  to  four-family  dwelling,  includ¬ 
ing  a  condominium  unit,  cooperative  housing  unit, 
or  a  mobile  home,  where  such  loan  is  made  pur¬ 
suant  to  an  agreement  intended  to  enable  the 
lender  to  adjust  the  rate  of  interest  from  time  to 
time.  ...  (12  C.F.R.  §  29.1.) 

The  Office  has  held  that  the  ARM  regulation  does  not 
apply  to  loans  to  builders  or  real  estate  developers  for 
the  purpose  of  constructing  and  selling  housing  units.  See 
e.g.,  Interpretive  Letter  No.  234,  [1981-1982  Transfer 
Binder]  Fed.  Banking  L.  Rep.  (CCH)  f  85,315  (December 
17,  1981);  Interpretive  Letter  No.  207,  id.  1  85,288  (June 
19,  1981);  preamble  to  ARM  regulation  amendments.  48 
Fed.  Reg.  9506,  9508  (1983).  These  sources  cite  the  fol¬ 
lowing  reasons  for  the  “construction  loan  exemption  " 

-  The  loan  is  made  to  finance  the  working  capital 
needs  of  a  construction  business  rather  than  the 
purchase  of  a  dwelling. 

-  The  expected  source  of  repayment  is  the  contem¬ 
plated  sale  of  the  finished  houses  [rather  than  the 
income  of  the  borrower], 

-  The  builder  or  developer  intends  to  resell  the 
structure  as  soon  as  the  construction  is  com¬ 
pleted. 

Your  position,  as  I  understand  it,  is  that  the  same  factors 
apply  to  the  loan  which  your  client  has  made,  and  it 
should  therefore  also  be  exempt.  However,  there  is  one 
crucial  difference,  and  that  is,  your  client’s  borrower  is 
using  part  of  the  loan  proceeds  to  purchase  dwellings 
This  brings  the  loan  squarely  within  the  language  of  the 
definition  of  12  C.F.R.  §  29.1.  In  my  opinion,  the  fact  that 
a  dwelling  is  not  being  purchased  is  the  true  and  only 
reason  for  exempting  construction  loans.  The  other  fac¬ 
tors  listed  above  may  be  descriptive  of  construction  loans, 
but  they  do  not  account  for  the  exemption. 

The  fact  that  a  construction  loan  provides  working  capi¬ 
tal  for  a  business  merely  goes  to  the  point  that  the  loan 
is  not  used  to  purchase  a  dwelling.  This  is  demonstrated 
by  the  fact  that  construction  loans  to  individuals  who  build 
their  own  homes  are  also  exempt  from  the  ARM  regula¬ 
tion,  if  a  binding  takeout  commitment  is  present  Interpre¬ 
tive  Letter  No.  234.  supra.  Federal  Register  preamble. 
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supra  The  rationale  is  that  the  permanent  financing  or 
takeout  commitment  is  the  loan  which  is  used  to  purchase 
the  dwelling,  the  construction  loan  goes  instead  for  the 
purchase  of  materials,  labor,  etc.  In  such  a  case,  no  busi¬ 
ness  working  capital  is  involved.  Therefore,  the  fact  that 
your  client's  loan  provides  working  capital  for  the  borrow¬ 
er  is  irrelevant,  because  the  borrower’s  working  capital 
is  used  to  purchase  dwellings. 

The  borrower's  expected  source  of  repayment  is  also  ir¬ 
relevant  in  determining  the  applicability  of  the  ARM  regu¬ 
lation  Nowhere  in  the  regulation  is  the  source  of  repay¬ 
ment  made  a  criterion,  and  when  the  issue  was 
presented,  the  Office  held  that  the  expected  source  of 
repayment  makes  no  difference.  Interpretive  Letter  No. 
240,  [1983-1984  Transfer  Binder]  Fed.  Banking  L.  Rep. 
(CCH)  <!  85,404  (March  9,  1982). 

Similarly,  the  Office  has  long  held  that  the  borrower's  rea¬ 
son  for  purchasing  the  property  is  not  a  factor  in  apply¬ 
ing  the  ARM  regulation: 

It  is  not  the  investment  or  other  intent  of  the  bor¬ 
rower,  but  rather  the  fact  that  a  loan  is  made  to 
finance  or  refinance  the  purchase  of  property  of  the 
type  described  in  the  definition,  which  determines 
the  applicability  of  the  regulation.  Interpretive  Let¬ 
ter  No.  210,  [1981-1982  Transfer  Binder]  Fed.  Bank¬ 
ing  L.  Rep.  (CCH)  1  85,291  (August  11,  1981). 

The  regulation  is  intended  to  afford  protection  to  both 
small  investors  and  individuals  purchasing  property  for 
their  own  use.  Interpretive  Letter  No.  233,  id.  1  85,314  (De¬ 
cember  11,  1981). 

In  1984,  the  Office  considered  a  factual  situation  closely 
resembling  the  one  which  you  have  presented.  In  that 
case,  the  borrower  intended  to  renovate  and  resell  an  ex¬ 
isting  one-  to  four-family  dwelling.  It  was  determined  that 
the  ARM  regulation  would  not  be  applicable  if  the  entire 
loan  was  to  be  used  for  renovation,  but  if  any  portion  of 
the  loan  was  used  to  purchase  the  dwelling,  the  regula¬ 
tion  would  apply.  In  other  words,  an  adjustable-rate  mort¬ 
gage  loan  which  is  used  to  both  purchase  and  renovate 
an  existing  one-  to  four-family  home  for  subsequent  re¬ 
sale  is  within  the  ambit  of  12  C.F.R  Part  29.  Interpretive 
Letter  No  307,  [Current]  Fed.  Banking  L.  Rep.  (CCH)  1 
85,477  (August  27,  1984)  It  is  my  opinion  that  the  same 
conclusion  applies  to  your  client’s  loan,  assuming  that 
it  finances  the  purchase  of  no  more  than  four  housing 
units  at  one  time  The  ARM  regulation  does  not  apply  to 
loans  which  finance  the  purchase  of  more  than  four  units 
at  'he  same  time  In  that  case,  the  lending  bank  is  free 
to  aggregate  all  units  being  financed  with  a  single  credit 
Ime  regardless  of  whether  the  units  are  physically  con¬ 
nected  or  not  Interpretive  Letter  No.  340,  id  1  85,511 
(May  22  1985) 


I  trust  this  has  been  responsive  to  your  inquiry.  If  you  have 
additional  questions,  please  feel  free  to  contact 
Christopher  Manthey  at  (202)  447-1880 

Peter  Liebesman 
Assistant  Director 
Legal  Advisory  Services  Division 

h  it  h 

380  —  December  29,  1986 

Mr.  Richard  S.  Brennan 

Executive  Vice  President  and  General  Counsel 

Continental  Illinois  National  Bank 

and  Trust  Company  of  Chicago 

231  LaSalle  Street 

Chicago,  Illinois  60697 

Dear  Mr.  Brennan: 

This  Office  has  completed  its  review  of  the  Bank’s  pro¬ 
posal,  filed  on  October  15,  1986,  to  establish  a  wholly- 
owned  operating  subsidiary  through  the  acquisition  of 
First  Options  of  Chicago,  Inc.  (First  Options),  a  registered 
broker-dealer  and  Futures  Commission  Merchant.  By  let¬ 
ter  dated  November  12,  1986,  the  Bank  was  advised  by 
Emory  W.  Rushton,  then  Acting  Deputy  Comptroller  for 
Multinational  Banking,  that  the  30-day  period  for  review 
was  being  extended  pending  a  final  review  of  the  legali¬ 
ty  of  the  proposed  activities  of  the  subsidiary. 

Based  on  the  Bank's  notice  filed  pursuant  to  12  C.F.R. 
§  5.34(d)(1)(i)  and  subsequent  communications  with 
Mayer,  Brown  and  Platt,  counsel  to  the  Bank,  our  under¬ 
standing  of  the  proposed  subsidiary  and  its  activities  is 
as  follows:  The  Bank  proposes  to  acquire  100%  of  the 
issued  and  outstanding  shares  of  First  Options,  a  Dela¬ 
ware  corporation,  which  has  been  in  business  since  1971. 
First  Options’  executive  offices  are  located  in  Chicago, 
and  it  also  has  offices  in  New  York,  Philadelphia,  and  San 
Francisco.1  First  Options  is  registered  as  a  broker-dealer 
with  the  Securities  and  Exchange  Commission  (SEC)  and 
as  a  Futures  Commission  Merchant  (FCM)  with  the  Com¬ 
modity  Futures  Trading  Commission  (CFTC).  First  Options 
is  a  clearing  member  of  six  national  securities  exchanges 
(Securities  Exchanges)  and  three  commodities  ex¬ 
changes  (Commodities  Exchanges),  which  are  subject 
to  regulation  by  the  SEC  and  the  CFTC,  respectively.2 


’First  Options  also  has  a  wholly-owned  English  subsidiary,  FOC,  Ltd  . 
which  the  Bank's  Edge  Act  affiliate  proposes  to  acquire,  subject  to  the 
approval  of  the  Federal  Reserve  Board  under  Regulation  K,  12  C  F  R 
Part  211 

2The  securities  exchanges  of  which  First  Options  is  a  member  are  the 
Chicago  Board  Options  Exchange,  the  New  York  Stock  Exchange,  the 
American  Stock  Exchange,  the  Midwest  Stock  Exchange,  the  Pacific 
Stock  Exchange,  and  the  Cincinnati  Stock  Exchange  The  commodi¬ 
ties  exchanges  are  the  Board  of  Trade  of  the  City  of  Chicago,  the  Chica¬ 
go  Mercantile  Exchange,  and  the  Philadelphia  Board  of  Trade 
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Accordingly,  First  Options  is  a  clearing  member  of  the 
clearing  houses  or  clearing  corporations  associated  with 
each  of  these  exchanges,  including  the  Options  Clear¬ 
ing  Corporation,  which  is  the  clearing  corporation  for  all 
exchange  traded  options. 

As  broker  and  FCM,  First  Options’  primary  business  is 
the  performance  of  execution  and  clearance  services  in 
connection  with  its  clients’  transactions  in  the  over-the- 
counter  market,  and  on  the  exchanges  of  which  it  is  a 
member.  First  Options  currently  executes  and  clears 
transactions  in  the  following  securities  and  financial  in¬ 
struments  traded  on  the  Securities  Exchanges  and  in  the 
over-the-counter  market:  common  stocks,  options  on 
common  stocks,  options  on  stock  indices,  U.S.  govern¬ 
ment  securities,  options  on  U.S.  government  securities, 
foreign  currencies,  and  options  on  foreign  currencies. 
First  Options  also  executes  and  clears  transactions  in  the 
following  instruments  traded  on  the  Commodities  Ex¬ 
changes:  futures  contracts  on  U.S.  government  securi¬ 
ties,  stock  indices,  municipal  bond  indices,  gold,  silver, 
foreign  currencies,  certificates  of  deposit,  three-month  Eu¬ 
rodollars  and  agricultural  commodities,  as  well  as  options 
on  futures  contracts  for  foreign  currencies,  U.S.  govern¬ 
ment  securities,  and  agricultural  commodities.  First  Op¬ 
tions  anticipates  that  it  will  execute  and  clear  transactions 
for  customers  in  the  future  in  new  products  to  be  in¬ 
troduced  by  the  various  securities  and  commodities  ex¬ 
changes,  subject  to  Office  approval.  After  the  proposed 
acquisition  by  the  Bank,  it  is  our  understanding  that  First 
Options  will  not  engage  in  any  trading  in  any  securities 
or  commodities  for  its  own  account. 

In  addition  to  providing  execution  and  clearance  services, 
First  Options  provides  margin  financing  to  its  clients  who 
trade  in  securities  and  securities  options.  Except  under 
limited  circumstances,  First  Options  does  not  finance  its 
clients'  futures  trading.  First  Options  also  engages  in 
securities  borrowing  and  lending,  upon  the  request  of  its 
clients  who  wish  to  borrow  particular  securities.  In  addi¬ 
tion,  in  some  instances,  First  Options  guarantees  loans 
to  its  clients  to  acquire  exchange  seats  and  also  holds 
seats  on  certain  of  the  Securities  and  Commodities  Ex¬ 
changes  for  the  purpose  of  leasing  them  to  clients. 

First  Options’  customers  are  primarily  traders  (including 
market  makers,  specialists  and  floor  traders)  who  are,  in 
some  cases,  members  of  the  Securities  and  Commodi¬ 
ties  Exchanges,  and  who  trade  exclusively  for  their  own 
accounts.  First  Options  also  provides  clearing  and  exe¬ 
cution  services  to  other  broker/dealers  which  are  trading 
for  their  own  accounts,  and  for  the  accounts  of  customers, 
and  to  financial  institutions.  Depending  upon  a  customer’s 
needs  and  ability  to  meet  First  Options'  credit  and  col¬ 
lateral  requirements,  First  Options  provides  different  ser¬ 
vices  to  different  customers,  although  it  does  not  provide 
financing  to  any  customer  whose  transactions  it  does  not 


clear.  Thus,  for  some  customers  First  Options  only  exe¬ 
cutes  and  clears,  and  for  any  clearance  customer  it  may 
or  may  not  provide  margin  financing 

As  an  organization  engaged  in  the  clearance  and  settle¬ 
ment  of  securities  transactions,  First  Options  is  subject 
to  regulatory  and  exchange  requirements  to  obtain  mar¬ 
gin  and  capital  deposits  from  traders  and  other  firms  in 
an  amount  sufficient  to  collateralize  fully  the  margin  credit 
extended.  First  Options  is  also  subject  to  the  minimum 
capital  requirements  of  the  SEC  and  the  various  clear¬ 
ing  houses  of  the  Commodities  Exchanges  Further, 
under  the  rules  of  most  clearing  corporations,  First  Op¬ 
tions  is  required  to  maintain  margin  and  make  deposits 
to  a  general  guaranty  fund.  This  guaranty  fund  is  used 
to  satisfy  the  outstanding  obligations  of  any  clearing  mem¬ 
ber  which  defaults  on  its  obligations,  and  whose  margin, 
capital,  and  own  guaranty  fund  deposits  are  insufficient 
to  fully  satisfy  its  debts. 

It  is  the  Bank’s  position  that  all  of  the  services  to  be 
performed  by  First  Options  after  the  proposed  acquisi¬ 
tion  are  services  which  national  banks  and  their  operat¬ 
ing  subsidiaries  are  authorized  to  perform  under  12  U.S.C. 
§  24  (Seventh).  As  discussed  below,  this  Office  concurs 
with  the  Bank’s  view  that  the  proposed  activities  of  First 
Options  (except  as  otherwise  noted)  are  permissible 
activities  for  national  banks  under  the  national  banking 
law. 

It  is  established  that  national  banks  may  provide  broker¬ 
age  services  to  their  customers  under  Section  16  of  the 
Glass-Steagall  Act,  12  U.S.C.  §  24  (Seventh),  which  states, 
in  relevant  part,  that  “the  business  of  dealing  in  securi¬ 
ties  and  stock  ...  shall  be  limited  to  purchasing  and  sell¬ 
ing  such  securities  and  stock  without  recourse,  solely 
upon  the  order,  and  for  the  account  of  customers  ....’’  See 
Securities  Industry  Association  v.  Comptroller  of  the 
Currency ,  758  F.2d  739  (DC.  Cir.  1985),  cert,  denied.  106 
S.  Ct.  790  (1986),  cert,  granted ,  106  S.  Ct.  1259  (1986). 
In  addition,  national  banks  have  express  power  under  12 
U.S.C.  §  24  (Seventh)  to  buy  and  sell  “exchange,  coin  and 
bullion,"  which  authorization  is  considered  to  encompass 
transactions  for  a  bank’s  own  account  and  for  the  ac¬ 
counts  of  its  customers.  See.  e.g..  Interpretive  Letter  No 
372  (to  be  published),  Fed.  Banking  L.  Rep.  (November 
7,  1986).  This  Office  has  determined  that  national  banks 
may  also  purchase  and  sell  for  their  customers  options 
on  securities,  stock  indices,  and  foreign  currency  as  an 
incident  to  their  trading,  investment,  and  brokerage  pow¬ 
ers  with  respect  to  the  underlying  financial  instruments 
See.  e.g..  Interpretive  Letter  No.  326,  reprinted  in  [Cur¬ 
rent  Developments]  Fed.  Banking  L.  Rep.  (CCH)  ^  85,496 
(January  17,  1985);  Interpretive  Letter  No.  357,  reprinted 
in  [Current  Developments]  Fed.  Banking  Law  R  (CCH) 
1  85,527  (February  26,  1986);  Interpretive  Letter  No  372, 
supra.3 


Similarly,  national  banks  are  permitted  to  purchase  and 
sell  financial  futures  and  other  commodity  futures  con¬ 
tracts.  as  registered  FCMs,  for  their  customers,  as  an  in¬ 
cidental  power  under  12  U.S.C.  §  24  (Seventh)  Moreover, 
national  banks  may  execute,  as  FCMs,  transactions  in 
most  types  of  financial  futures  contracts  for  their  cus¬ 
tomers,  including  certificates  of  deposit  and  stock  index 
futures,  as  well  as  futures  contracts  in  gold  and  silver  bul¬ 
lion.  See  unpublished  letter  from  Ballard  Gilmore,  Bank 
Organization  and  Structure,  July  23,  1982;  unpublished 
letter  from  Michael  Mancusi,  Senior  Deputy  Comptroller 
for  National  Operations,  July  30,  1984;  Interpretive  Let¬ 
ter  No.  365  reprinted  in  [Current  Developments]  Fed. 
Banking  L.  Rep.  (CCH)  1  85,535  (August  11,  1986).  Fur¬ 
ther,  in  Interpretive  Letter  No.  357,  supra ,  the  Office  ap¬ 
proved  the  expansion  of  a  national  bank  operating  sub¬ 
sidiary’s  FCM  activities  to  include  the  execution  of 
transactions  in  options  on  financial  futures  contracts,  and, 
in  a  subsequent  authorization,  options  on  foreign  curren¬ 
cy  futures.  See  Interpretive  Letter  No.  365,  supra. 

National  banks  and  their  operating  subsidiaries  are  au¬ 
thorized  to  execute  transactions  in  options  and  futures 
contracts  for  the  account  of  customers,  as  long  as  the 
bank  may  execute  transactions  in  the  underlying  finan¬ 
cial  instruments  or  product  for  the  account  of  its  cus¬ 
tomers.  The  purchase  and  sale  of  options  and  futures 
contracts  for  customers  can  be  seen  as  an  integral  ad¬ 
junct  to  the  national  bank's  power  to  buy  and  sell  the  item 
for  customers,  and  is  therefore  incidental  to  banking  with¬ 
in  the  meaning  of  12  U.S.C.  §  24  (Seventh).  With  the  ex¬ 
ception  of  transactions  in  agricultural  futures  contracts 
and  options  on  agricultural  futures,  all  of  the  transactions 
which  First  Options  executes  and  clears  for  its  customers 
involve  financial  instruments  that  are  based  on  other  finan¬ 
cial  instruments  or  commodities  which  could  themselves 
be  purchased  by  the  bank  for  customers.3 4  Therefore,  with 
respect  to  transactions  in  these  instruments,  it  appears 


3Options  on  financial  instruments  (other  than  financial  futures  contracts) 
are  generally  considered  securities  for  purposes  of  the  securities  laws. 
See  15  U  S  C  §  77(b)(1),  amended  by  Pub  L.  No.  97-303,  96  Stat.  1409 
(Oct  13.  1982)  While  we  are  not  of  the  view  that  options  generally  are 
securities  for  Glass-Steagall  purposes,  assuming  arguendo  that  they 
were  treated  as  securities  for  such  purposes,  national  banks  would  be 
expressly  authorized  under  12  U.S.C.  §  24  (Seventh)  to  purchase  and 
sell  options  as  agents  for  their  customers  in  any  case.  See  Interpretive 
Letter  No  326.  supra.  Interpretive  Letter  No.  357.  supra 

4This  Office  has  not  explicitly  considered  whether  national  banks  may 
perform  FCM  services  for  customers'  transactions  in  futures  contracts 
on  three-month  Eurodollars  and  municipal  bond  indices  Under  the 
above  ime  of  reasoning,  since  national  banks  may  buy  and  sell  for  the 
accounts  of  their  customers  both  Eurodollar  instruments  and  the 
municipal  bonds  on  which  a  municipal  bond  index  is  based,  they  are 
also  authorized  under  12  U  S  C  §  24  (Seventh)  to  buy  and  sell  for  their 
'.usfomers  futures  contracts  based  on  these  underlying  products  With 
respect  to  the  execution  and  clearance  of  transactions  in  gold  and  sil¬ 
ver  futures  the  Bank  is  advised  that  this  activity  is  permitted  only  to 
the  extent  that  the  underlying  gold  or  silver  products  are  eligible  for 
purchase  by  national  banks  See  Banking  Circular  No  58  November 
3  ’981  (Rev )  (defining  scope  of  the  terms  "com  and  bullion"  as  used 
n  12  USC  tj  24  (Seventh)) 


that  First  Options  would  be  authorized,  as  a  national  bank 
operating  subsidiary,  to  perform  brokerage  and  FCM 
services  for  its  customers. 

In  the  past,  however,  this  Office  has  permitted  a  national 
bank’s  operating  subsidiary  to  execute  transactions  in  fu¬ 
tures  contracts  for  agricultural  commodities  only  on  be¬ 
half  of  the  bank’s  loan  customers,  and  for  the  sole  pur¬ 
pose  of  hedging  risks  associated  with  the  customers’ 
loans  from  the  bank.  See  Interpretive  Letter  No.  356, 
reprinted  in  [Current  Developments]  Fed.  Banking  L.  Rep. 
(CCH)  1  85,526  (January  7,  1986).  The  performance  of 
the  FCM  function  with  respect  to  agricultural  futures  has 
been  considered  a  convenient  and  useful  adjunct  to  the 
bank’s  lending  powers,  and  therefore  incidental  to  the 
business  of  banking.  Outside  of  this  limited  context,  how¬ 
ever,  this  Office  is  not  yet  persuaded  that  national  banks 
are  authorized  to  execute  transactions  for  their  customers 
in  agricultural  futures  contracts  or  options  thereon. 

Securities  and  Commodities  Exchange  and  Clearing 
Corporation  Membership 

As  indicated,  First  Options’  primary  business  involves 
both  the  execution  and  clearance  of  transactions  in  secu¬ 
rities,  options,  and  futures.  In  order  to  perform  these  serv¬ 
ices,  First  Options  is  a  clearing  member  of  several  na¬ 
tional  securities  exchanges  and  commodities  exchanges. 
Both  clearance  and  execution  are  essential  to  the  process 
of  buying  and  selling  financial  instruments  on  exchanges 
and  in  the  over-the-counter  market.  Execution,  in  the  con¬ 
text  of  trading  on  a  securities  or  commodities  exchange 
or  in  the  over-the-counter  market,  is  merely  the  act  of  buy¬ 
ing  and  selling  financial  instruments  on  the  exchange  floor 
or  through  use  of  an  automatic  execution  service.  Clear¬ 
ance  is  the  process  of  recording  a  transaction,  after  exe¬ 
cution,  and  then  reporting  it  to  the  exchange  and  the  ap¬ 
propriate  clearing  house  for  settlement.  Absent  execution 
and  clearing  capabilities,  a  broker’s  services  are  limited 
to  placing  its  customers’  buy  or  sell  orders  with  an  exe¬ 
cution  and  clearing  firm. 

Membership  on  a  national  securities  exchange  enables 
a  broker  to  execute  transactions  on  the  exchange  on  be¬ 
half  of  its  customers.  As  such,  securities  exchange  mem¬ 
bership  can  be  considered  convenient  and  useful  to  the 
conduct  of  a  bank’s  brokerage  business.  For  this  reason, 
after  determining  that  membership  on  a  securities  ex¬ 
change  for  the  purpose  of  performing  permissible  actions 
is  not  prohibited  by  the  Glass-Steagall  Act,  this  Office  has 
previously  determined  that  national  banks  may  become 
members  of  national  securities  exchanges,  pursuant  to 
the  incidental  powers  clause  of  12  U.S.C.  §  24  (Seventh). 
See  Decision  of  the  Comptroller  of  the  Currency  on  the 
Application  by  Security  Pacific  National  Bank  to  Estab¬ 
lish  an  Operating  Subsidiary  to  be  known  as  Security  Pa¬ 
cific  Discount  Brokerage  Services,  Inc.  (hereinafter 
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“Security  Pacific”),  reprinted  in  [1982-1983  Transfer 
Binder]  Fed.  Banking  L.  Rep.  (CCH)  ^  99,284  (August 
26,  1982).  See  also  Arnold  Tours,  Inc.  v.  Camp,  472  F.2d 
427  (1st  Cir.  1972)  (an  activity  is  “incidental  to  banking" 
for  purposes  of  12  U.S.C.  §  24  (Seventh)  when  it  is  “con¬ 
venient  and  useful"  to  the  performance  of  an  expressly 
authorized  bank  power);  M  &  M  Leasing  Corp.  v.  Seattle 
First  National  Bank,  563  F.2d  1377  (9th  Cir.  1977),  cert, 
denied,  436  U.S.  956  (1978).  Based  upon  the  same  ra¬ 
tionale,  national  bank  FCM  operating  subsidiaries  also 
have  been  permitted  to  acquire  membership  in  various 
commodities  exchanges.  See  unpublished  letter  from  Bal¬ 
lard  Gilmore,  supra:  unpublished  letter  from  Fred  Finke, 
Bank  Organization  and  Structure,  December  5,  1983.  See 
also  unpublished  letter  from  J.  T.  Watson,  Deputy  Comp¬ 
troller  of  the  Currency,  July  11,  1975  (membership  on 
commodities  exchange  permitted  for  bank  operating  sub¬ 
sidiary  executing  transactions  for  bank’s  own  accounts). 
Accordingly,  this  Office  considers  First  Options’  member¬ 
ship  on  the  Securities  and  Commodities  Exchanges  to 
be  incidental  to  its  permissible  brokerage  activities,  and 
therefore  authorized  under  12  U.S.C.  §  24  (Seventh). 

Clearing  Services 

Generally,  a  clearing  member  is  subject  to  two  types  of 
incidental  and  contingent  liabilities.  First,  a  clearing  mem¬ 
ber  handling  transactions  in  futures  and  options  contracts 
is  obligated  to  perform  all  trades  of  its  customers,  whether 
or  not  the  customer  is  able  to  perform  the  trade.  In  the 
case  of  securities  transactions  (not  including  options  on 
securities),  the  clearing  member  must  perform  all  trades 
that  it  has  accepted  from  its  customers.  Second,  whether 
the  firm  clears  transactions  for  its  own  account  or  for  the 
account  of  its  customers,  a  clearing  member  is  exposed 
to  partial  contingent  liability  for  the  obligations  of  all  other 
clearing  members  to  the  clearing  corporation.  Under  the 
rules  of  most  clearing  corporations,  should  a  clearing 
member  default  and  its  margin  and  capital  (including  all 
deposits  made  to  the  clearing  corporation’s  back-up  or 
guaranty  funds)  be  insufficient  to  cover  its  obligations,  the 
clearing  corporation  is  entitled  to  reach  the  guaranty  fund 
deposits  of  all  other  clearing  members,  on  a  pro  rata 
basis.  Each  clearing  member  may  then  become  subject 
to  assessment  for  additional  contributions  to  the  guaranty 
fund.5 

There  can  be  no  doubt  that  the  “without  recourse”  lan¬ 
guage  of  Section  16  was  not  intended  to  bar  a  bank  or 
its  operating  subsidiary  from  incurring  incidental  liability 
due  to  a  brokerage  customer’s  failure  to  perform.  Rather, 
with  this  language,  Congress  sought  to  prohibit  banks 
from  entering  into  contractual  agreements  where  the 
bank  assumes  the  risks  ordinarily  associated  with  par¬ 
ticular  securities  investments.  See  Awotm  v.  Atlas  Ex- 


5See  note  8,  infra. 


change  National  Bank,  295  U.S  209,  212  (1935)  See  also 
Decision  of  the  Comptroller  of  the  Currency  Concerning 
an  Application  by  American  National  Bank  of  Austin, 
Texas,  to  Establish  an  Operating  Subsidiary  to  Provide 
Investment  Advice,  reprinted  in  [1983-1984  Transfer 
Binder]  Fed.  Banking  L.  Rep  (CCH)  1  99,732  (Septem¬ 
ber  2,  1983).  Indeed,  the  Second  Circuit  in  Securities  In¬ 
dustry  Association  v.  Board  of  Governors,  716  F.2d  92 
(1983),  affd,  468  U.S.  207  (1984),  has  recently  conclud¬ 
ed  that  “[a  broker]  does  not  enter  into  contracts  that  ob¬ 
ligate  it  to  ‘assume’  ultimately  its  brokerage  customers’ 
risks;  on  the  contrary,  it  retains  full  power  to  bring  actions 
for  breach  of  contract  against  customers  who  fail  to  pay 
for  or  deliver  securities.”  Id.  at  100  n.4.  See  also  Securi¬ 
ties  Industries  Association  v.  Comptroller  of  the  Curren¬ 
cy,  577  F.  Supp.  252  (D.D.C.  1983),  affd,  758  F.2d  739 
(DC.  Cir.  1985),  cert,  denied,  106  S.  Ct.  790  (1986)  (secu¬ 
rities  brokerage),  cert,  granted,  106  S.  Ct.  1259  (1986) 
(branching  issue). 

It  is  clear  that  whether  the  bank’s  operating  subsidiary 
is  liable  as  broker  to  its  clearing  firm  or  as  clearing  brok¬ 
er  to  its  clearing  corporation,  the  ultimate  liability  and  in¬ 
vestment  risk  for  all  trades  lies  with  the  customer,  against 
whom  an  action  for  recovery  may  be  maintained.  We 
therefore  do  not  consider  the  clearing  member’s  “guaran¬ 
tee”  of  its  customers’  trades  to  the  clearing  corporation 
to  violate  the  “without  recourse"  provision  of  Section  16.6 
See,  Awotm  v.  Atlas  Exchange  National  Bank,  supra,  295 
U.S.  at  212. 

Assuming  that  clearing  member’s  liability  is  even  relevant 
to  the  legal  discussion,  for  the  same  reasons,  we  do  not 


6Because  First  Options  is  subject  to  the  credit  risk  of  its  execution  and 
clearance  customers  (whether  or  not  it  also  provides  their  financing) 
the  firm  performs  a  daily  or  intra-daily  risk  analysis  of  each  account 
and  requires  that  collateral  be  pledged  and  maintained  at  least  at  a 
level  sufficient  to  support  the  client’s  total  exposure  If  at  any  time  First 
Options  determines  that  a  client's  overall  positions  threaten  his  ability 
to  meet  all  his  obligations  to  the  firm,  in  accordance  with  its  client  ac¬ 
count  agreement,  First  Options  is  permitted  to  trade  the  account  in 
order  to  close  it  out.  In  order  to  neutralize  risk  during  the  liquidation 
process,  and  when  necessary  to  avoid  disruption  to  the  market  First 
Options  may  open  positions  for  the  account  after  having  obtained  the 
permission  of  the  exchange  These  positions  will  be  closed  out  at  the 
first  opportunity,  and  all  gain  or  loss  remains  with  the  account  of  the 
client.  This  raises  the  question  of  whether  this  practice  violates  the  re 
quirement  in  Section  16  that  a  bank’s  purchase  and  sale  of  securities 
be  "solely  upon  the  order"  of  customers.  We  do  not  believe  this  is  the 
case  The  customer  consents  to  this  provision  as  a  condition  of  First 
Options'  agreement  to  execute  and/or  clear  his  transactions  First  Op 
tions'  ability  to  take  over  an  account  for  the  purpose  of  liquidating  it 
after  determining  the  existence  of  an  unacceptable  risk  of  default,  is 
analogous  to  a  lender’s  right  to  take  possession  of  a  borrower's  col 
lateral,  in  anticipation  of  default,  in  order  to  protect  its  value  and  liqui 
date  it  This  principle  applies  equally  to  securities  collateral  margin 
securities,  after  all,  can  be  liquidated  by  a  bank  if  the  borrower  defaults 
This  practice  simply  allows  First  Options,  as  a  creditor,  the  same  op 
portumty  to  reduce  its  own  risk  of  loss  when  faced  with  a  client  who 
has  become  a  bad  credit  risk  Therefore,  we  do  not  believe  that  this 
aspect  of  First  Option’s  customer  relationships  results  in  a  violation  of 
Section  16. 
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believe  that  a  clearing  member's  contingent  liability  for 
the  obligations  of  other  clearing  members  is  prohibited. 
The  clearing  member  who  defaults  on  its  obligations  to 
the  clearing  corporation  still  remains  liable  to  the  corpo¬ 
ration  It  is  our  understanding  that  should  the  clearing 
corporation  recover  any  amount  of  its  claim,  the  other 
clearing  members,  including  First  Options,  are  entitled 
to  reimbursement  to  the  extent  of  any  assessments  made. 
Accordingly  we  are  satisfied  that  First  Options,  as  a  na¬ 
tional  bank  operating  subsidiary,  may  become  a  mem¬ 
ber  of  the  various  securities  and  commodities  clearing 
corporations  consistent  with  the  provisions  of  the  Glass- 
Steagall  Act,  under  the  incidental  powers  clause  of  12 
U.S.C  §  24  (Seventh).7  This  conclusion  is  in  accordance 
with  previous  Office  determinations  that  national  bank 
brokerage  and  FCM  subsidiaries  may  become  members 
of  clearing  corporations  and  perform  clearance  services 
in  connection  with  their  customers'  transactions  in  secu¬ 
rities,  options,  financial  futures  contracts  and  options  on 
financial  futures.  See  unpublished  letter  from  Ballard  Gil¬ 
more,  supra;  unpublished  letter  from  Fred  Finke,  supra ; 
Decision  of  the  Comptroller  in  Security  Pacific,  supra;  In¬ 
terpretive  Letter  No.  372,  supra8 


7First  Options’  liability  on  behalf  of  other  clearing  members  is  also  con¬ 
sistent  with  the  requirements  of  the  Comptroller's  Interpretive  Ruling 
7.7010,  12  C.F.R.  §  77010.  This  Interpretive  Ruling  provides  that  a  bank 
may  lend  its  credit  or  otherwise  become  a  guarantor  if  it  has  a  sub¬ 
stantial  interest  in  the  performance  of  the  transaction  involved,  or  has 
a  segregated  deposit  sufficient  in  an  amount  to  cover  the  bank's  total 
potential  liability  First  Options  has  a  substantial  interest  in  performing 
all  of  its  obligations  to  the  clearing  corporations,  in  order  to  retain  its 
ability  to  provide  clearing  broker  and  FCM  services  to  its  customers. 
Cf  unpublished  letter  from  J  I  Watson,  supra  (bank  operating  sub¬ 
sidiary  may  incur  liability  of  clearing  member  to  commodities  exchanges, 
consistent  with  Interpretive  Ruling  77010,  because  of  bank's  substan¬ 
tial  interest  in  saving  brokerage  commissions.) 

8The  membership  requirements  of  the  Chicago  Board  of  Trade  Clear¬ 
ing  Corporation  (BTCC)  raise  a  separate  question  under  the  Glass- 
Steagall  Act  Unlike  the  other  clearing  corporations  of  which  First  Op¬ 

tions  is  a  member,  the  BTCC  does  not  require  its  members  to  make 
deposits  to  a  guaranty  fund  Instead,  each  member  is  required  to  pur¬ 
chase  stock  m  the  BTCC,  in  proportion  to  the  volume  of  its  business 
on  the  BTCC  The  price  of  the  stock  is  fixed  by  the  BTCC's  Board  of 
Directors.  This  stock  is  held  as  security  for  the  member's  obligation 
to  the  BTCC  but  the  BTCC  By-Laws  do  not  provide  for  assessments 
to  be  made  against  any  clearing  member  to  cover  losses  due  to  another 
member's  default  The  Glass-Steagall  Act  generally  prohibits  national 
banks  from  purchasing  corporate  stock  for  their  own  accounts.  In  the 
past,  under  limited  circumstances,  this  Office  has  approved  national 
banks'  equity  investments  in  certain  corporations  for  the  purpose  of 
performing  otherwise  permissible  banking  activities,  when  the  invest¬ 
ment  did  not  present  any  speculative  features.  See  unpublished  letter 
from  Richard  V  Fitzgeraid,  Director,  Legal  Advisory  Services  Division 
August  18  1980  Indeed,  this  Office  has  already  determined  that  na¬ 
tional  banks  may  own  stock  in  the  user-owned  Depository  Trust  Com¬ 
pany  of  New  York,  to  permit  their  participation  in  the  securities  deposi¬ 
tory  services  of  this  clearing  agency  See  unpublished  letter  from  John 
E  Shockey  Deputy  Chief  Counsel,  December  19,  1975  It  seems  clear 
that  the  purchase  of  BTCC  stock  by  a  national  bank's  FCM  subsidiary 
-vould  not  be  motivated  at  all  by  an  investment  purpose,  but  is  instead 
the  only  means  of  obtaining  membership  in  this  clearing  corporation 
As  this  Office  has  determined  that  the  provision  of  clearance  services 
to  FCM  customers  is  an  authorized  activity  for  national  banks,  we  con¬ 
clude  that  the  acquisition  of  stock  in  the  BTCC  is  appropriate  in  this 
context  m  order  that  the  Bank  may  provide  clearing  services  to  its  cus¬ 
tomers 


Extension  of  Credit 

First  Options  provides  margin  financing  to  its  trading  cus¬ 
tomers,  subject  to  the  Federal  Reserve  Board's  margin 
credit  regulations  (Regulation  T,  12  C.F.R.  §  2204)  and 
First  Options'  own  internal  requirements.9  It  is  our  under¬ 
standing  that  in  making  a  decision  whether  to  finance  a 
customer’s  trades,  First  Options  performs  a  credit  analy¬ 
sis,  focusing  on  the  required  margin  for  the  specific  po¬ 
sitions  financed  and  the  customer's  total  obligations  to 
the  firm.  Each  trader's  account  is  marked  to  market  and 
subjected  to  a  risk  analysis  by  First  Options  on  at  least 
a  daily  basis,  to  determine  whether  additional  collateral 
is  required  and  whether  a  customer  seeking  additional 
financing  meets  First  Options’  credit  requirements.  First 
Options  provides  financing  only  to  customers  for  whom 
it  also  clears,  but  margin  credit  will  not  be  extended  un¬ 
less  the  customer  meets  First  Options’  margin  and  col¬ 
lateral  requirements  for  the  particular  positions  financed. 
First  Options  and  the  Bank  will  aggregate  financing  to 
any  joint  customers  on  a  daily  basis  to  insure  compliance 
with  the  lending  limits  established  in  12  U.S.C.  §  84. 

This  Office  has  previously  permitted  the  brokerage  sub¬ 
sidiaries  of  national  banks  to  engage  in  margin  lending, 
provided  that  the  loans  are  made  only  from  branch 
offices,  and  that  all  non-branch  office  activities  are  con¬ 
ducted  within  the  parameters  of  the  Comptroller’s  In¬ 
terpretive  Ruling  7.7380,  12  C.F.R.  §  7.7380.  See  Comp¬ 
troller’s  Decision  in  Security  Pacific,  supra;  Interpretive 
Letter  No.  326,  supra.  Lending  money,  of  course,  is  an 
expressly  authorized  power  of  national  banks  under  12 
U.S.C.  §  24  (Seventh).  In  addition,  both  banks  and  bro¬ 
kers  have  traditionally  engaged  in  margin  lending,  i.e., 
the  extension  of  credit  secured  by  stock  or  other  collateral 
for  the  purpose  of  purchasing  or  carrying  securities.  See 
BankAmerica  Corporation ,  69  Fed.  Res.  Bull.  105,  108 
(February  1983)  (the  underlying  margin  credit  activity  per¬ 
formed  by  banks,  subject  to  Regulation  U,  and  brokers, 
subject  to  Regulation  T,  is  functionally  the  same).  While 
this  Office  has  not  had  occasion  to  consider  the  legality 
of  a  national  bank  subsidiary  extending  credit,  as  FCM, 
to  finance  customer  trades  in  permissible  commodities 
contracts,  this  activity,  which  First  Options  engages  in  to 
a  limited  extent,  is  clearly  encompassed  by  the  express 
lending  powers  of  national  banks. 

With  regard  to  the  branching  restrictions  of  the  National 
Bank  Act,  12  U.S.C,  §§  36  and  81,  commonly  known  as 
the  McFadden  Act,  the  Bank  states  that  First  Options  will 
limit  its  non-branch  office  activities  in  connection  with  mar¬ 
gin  lending  to  the  performance  of  tasks  associated  with 
loan  origination,  consistent  with  Interpretive  Ruling  7.7380. 
See  Interpretive  Letter  No.  88,  reprinted  in  [1978-1979 


9Except  m  one  situation,  First  Options  does  not  finance  its  customers' 
future  trading 
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Transfer  Binder]  Fed.  Banking  L.  Rep.  (CCH)  1  85,155 
(January  31,  1979)  (identifying  permissible  loan  solicita¬ 
tion  and  origination  activities  within  the  scope  of  the  In¬ 
terpretive  Ruling).  Thus,  while  these  offices  may  solicit 
lending  business,  provide  information  as  to  loan  rates  and 
terms,  and  interview  and  counsel  customers  regarding 
credit  and  other  applications,  all  loan  applications  will  be 
transmitted  for  processing  to  First  Options'  executive 
offices  in  Chicago,  from  which  any  credit  will  be  extend¬ 
ed.  The  Bank  represents  that  under  Illinois  law  it  would 
be  permitted  to  establish  a  branch  at  First  Options’  Chica¬ 
go  office,  and  that  appropriate  steps  have  been  taken  to 
secure  approval  of  this  Chicago  office  as  a  Bank  branch. 
This  Office  is  satisfied,  given  these  facts  and  representa¬ 
tions,  that  First  Options’  margin  lending  activities  there¬ 
fore  will  not  violate  the  McFadden  Act. 

Securities  Lending 

First  Options  also  engages  in  securities  lending  and  bor¬ 
rowing  as  part  of  its  brokerage  business.  This  activity  is 
conducted  in  the  following  manner:  When  a  client  asks 
to  borrow  a  particular  security,  usually  in  connection  with 
short  sales  of  securities,  First  Options  either  borrows  the 
security  from  another  of  its  clients  or,  if  the  security  is  not 
available  from  this  source,  locates  a  third  party  broker- 
dealer  from  whom  the  security  can  be  borrowed.  First 
Options  then  relends  the  security  to  the  client  who  has 
requested  it,  and  the  loan  is  secured,  generally  by  the 
cash  obtained  from  the  client’s  short  sale.  Both  the  secu¬ 
rity  and  the  collateral  are  marked  to  market  daily,  and  the 
collateral  must  be  adjusted  as  the  value  of  the  security 
lent  increases.  The  client/borrower  eventually  purchases 
the  security  and  repays  it  to  First  Options,  who  in  turn 
repays  the  owner  of  the  security.  First  Options  never  ob¬ 
tains  title  to,  or  ownership  of,  the  securities.  First  Options 
always  relends  the  securities  at  a  higher  rate  than  its  bor¬ 
rowing  cost,  and  thus  the  activity  is  structured  to  gener¬ 
ate  net  interest  income. 

It  is  an  established  practice  for  national  banks  to  lend 
either  their  own  investment  or  trading  account  sercurities, 
or  their  customers'  securities  held  in  custody,  safekeep¬ 
ing,  trust,  or  pension  accounts.  See  eg.,  unpublished  let¬ 
ter  from  Peter  Liebesman,  Assistant  Director,  Legal  Advi¬ 
sory  Services  Division,  October  22,  1986  (concluding  that 
national  bank  offering  securities  lending  program  to  its 
trust  customers  may  indemnify  its  trust  customers/securi¬ 
ties  owners  for  all  losses  arising  out  of  the  securities  bor¬ 
rowers'  conduct).  In  Banking  Circular  No.  196  (May  7, 
1985),  this  Office  recognized  the  increased  involvement 
of  national  banks  in  securities  lending  and  adopted  the 
Federal  Financial  Institutions  Examination  Council’s  super¬ 
visory  policy  on  this  activity.  In  addition,  broker-dealers 
regularly  engage  in  securities  lending  and  borrowing  sub¬ 
ject  to  the  requirements  of  Regulation  T,  12  C.F.R  §  220 16, 
as  to  acceptable  collateral  and  borrowing  purposes. 


As  an  initial  matter,  we  consider  whether  First  Options 
borrowing  activities  implicate  the  restrictions  on  national 
banks’  ability  to  trade  and  invest  in  certain  securities  It 
is  our  understanding  that  First  Options  will  be  borrowing 
securities,  which  would  not  be  eligible  for  purchase  by 
a  national  bank  for  its  own  trading  or  investment  accounts, 
for  the  purpose  of  relending  them.  See  12  C.F.R  Part  1 
Under  no  circumstances,  however,  will  First  Options  ac¬ 
quire  a  principal  or  ownership  interest  in  these  securities 
Rather,  the  firm  will  simply  assume  the  risk  that  the 
client/borrower  will  fail  to  repay  the  security,  leaving  First 
Options  obligated  to  repay  the  owner.  The  risk  assumed 
is  not  a  trading  or  investment  risk,  but  essentially  a  cus¬ 
tomer  credit  risk,  analogous  to  the  incidental  liability  of 
a  broker  to  complete  its  customers'  trades,  should  the 
customer  fail  to  perform.  We  therefore  believe  that  First 
Options’  securities  borrowing  activities  do  not  violate  the 
restrictions  against  national  banks’  ownership  of  certain 
securities. 

In  the  context  of  a  national  bank’s  brokerage  subsidiary, 
it  is  our  opinion  that  the  ability  to  borrow  and  relend  secu¬ 
rities  at  the  request  of  customers  can  be  considered  a 
convenient  and  useful  incident  to  the  business  of  buying 
and  selling  securities  for  the  account  of  customers.  The 
Bank  has  represented  that  First  Options  will  comply  with 
all  guidelines  and  prudential  controls  for  securities 
lending  and  borrowing  set  forth  in  Banking  Circular  No. 
196,  as  well  as  the  requirements  of  Regulation  T,  at  12 
C.F.R.  §  220.16.  Accordingly,  we  conclude  that  First  Op¬ 
tions’  securities  lending  and  borrowing  activities  are  in¬ 
cidental  to  its  authorized  brokerage  activities  and  mar¬ 
gin  lending,  and  are  therefore  authorized  under  the 
incidental  powers  clause  of  12  U.S.C.  §  24  (Seventh).  Cf. 
The  Chase  Manhattan  Corporation,  69  Fed.  Res.  Bull 
725,  726  n.10  (September  1983)  (concluding  that  securi¬ 
ties  borrowing  and  lending  activities  of  bank  holding  com¬ 
pany’s  discount  brokerage  subsidiary  are  closely  relat¬ 
ed  to  banking,  and  incidental  to  discount  brokerage  and 
margin  lending). 

Leasing  of  Exchange  Seats 

In  addition  to  holding  seats  on  the  Securities  and  Com¬ 
modities  Exchanges  for  its  own  use,  First  Options  also 
holds  exchange  seats  for  the  purpose  of  leasing  them 
to  its  clients  to  enable  them  to  trade  on  the  various  ex¬ 
changes.10  Although  this  activity  is  not  an  important 
source  of  income,  it  is  our  understanding  that  having  seats 
available  for  lease  to  clients  is  considered  critical  to  a 
clearing  firm’s  ability  to  attract  and  retain  business.  Often, 
traders  do  not  have  the  capital  to  both  support  their  trad- 


’0|n  some  instances,  First  Options  also  guarantees  loans  to  its  clients 
to  acquire  exchange  seats  The  Bank  has  represented  that  all  such 
guarantees  will  be  structured  to  comply  with  the  Comptroller's  Interpre 
tive  Ruling  7  7010,  12  C  F  R  $  7  7010.  following  the  proposed  acquisi 
tion  of  First  Options  See  note  7,  supra 


53 


ng  accounts  and  also  purchase  seats  on  the  exchanges 
through  which  they  trade.  Leasing  exchange  seats  pro¬ 
vides  an  economically  feasible  means  for  these  traders 
to  obtain  access  to  the  exchange  floors.  It  is  our  under¬ 
standing  that  traders  ordinarily  look  to  their  clearing  firms 
to  provide  this  leasing  service.  Exchange  seat  leasing  not 
only  appears  to  be  a  necessary  adjunct  to  First  Options' 
permissible  execution  and  clearance  business,  but  in  ef¬ 
fect  allows  First  Options  to  finance  a  trader’s  acquisition 
of  the  benefits  of  exchange  membership.  We  therefore 
conclude  that  it  is  an  authorized  activity  under  the  inciden¬ 
tal  powers  clause  of  12  U.S.C.  §  24  (Seventh). 

Combination  of  Permissible  Activities 

We  have  determined  that  each  of  the  proposed  activities 
of  First  Options  is  authorized  for  a  national  bank  under 
12  U.S.C.  §  24  (Seventh),  and  not  prohibited  under  the 
Glass-Steagall  Act.  We  must  now  consider  whether  the 
combination  of  all  of  these  activities  would,  nonetheless, 
result  in  a  violation  of  the  Glass-Steagall  Act.  In  Invest¬ 
ment  Company  Institute  v.  Camp ,  401  U.S.  617  (1971),  the 
Supreme  Court  concluded  that  although  a  national  bank 
was  not  prohibited  from  pooling  trust  assets,  acting  as 
managing  agent  for  customers,  or  buying  stock  for  the 
account  of  customers,  the  combination  of  these  activi¬ 
ties,  through  the  offering  of  a  commingled  agency  ac¬ 
count  to  the  public,  resulted  in  the  bank’s  issuance  and 
distribution  of  mutual  fund  shares,  in  violation  of  the  lan¬ 
guage  of  Section  16  and  Section  21  of  the  Glass-Steagall 
Act.  In  addition,  the  Court  was  concerned  that  the  bank’s 
promotional  interest  in  the  investment  fund  would  impair 
its  ability  to  function  as  an  impartial  source  of  credit  and 
disinterested  investment  adviser.  Here,  we  must  consider 
whether  the  provision  of  execution  and  clearance,  mar¬ 
gin  lending  and  securities  lending  and  borrowing  ser¬ 
vices,  taken  together,  involve  the  Bank  in  an  impermissi¬ 
ble  securities  activity  under  the  Glass-Steagall  Act. 

We  believe  that  the  services  First  Options  provides  are 
within  both  the  letter  and  the  spirit  of  the  Glass-Steagall 
Act  First  Options’  execution  and  clearance  services  are 
conducted  according  to  the  literal  language  of  Section 
16,  i.e. ,  it  handles  these  transactions  “without  recourse, 
solely  upon  the  order,  and  for  the  account  of  customers, 
and  m  no  case  for  its  own  account....’’  First  Options’  mar¬ 
gin  lending  involves  extending  credit  for  the  purpose  cf 
purchasing  or  carrying  securities  which,  in  turn,  serve  as 
collateral  for  the  loan  The  Glass-Steagall  Act  does  not 
prohibit  banks  from  financing  the  purchase  of  securities 
or  from  accepting  securities  as  collateral  for  loans.  First 
Options  securities  lending  and  borrowing  activities  do 
not  require  it  to  take  a  principal’s  interest  in  any  security 
borrowed  or  lent  All  financing  decisions  of  First  Options 
are  made  independently  of  decisions  to  provide  execu- 
*on  and  clearance  services  to  customers  according  to 
estab  shed  credit  criteria  In  other  words,  access  to  First 


Options'  execution  and  clearance  services  does  not  as¬ 
sure  access  to  First  Options'  financing. 

In  performing  execution  and  clearance  services,  First  Op¬ 
tions  assumes  a  credit  risk  with  respect  to  the  client  in¬ 
volved,  but  does  not  obtain  an  ownership  interest  in  the 
securities  which  are  the  subject  of  the  transaction.  In  ex¬ 
tending  margin  credit  to  clients,  First  Options  obtains  a 
security  interest  in  the  securities  purchased,  but,  as  with 
any  loan,  the  client’s  ability  to  meet  the  terms  of  the  loan 
determines  the  success  of  the  transaction.  In  borrowing 
securities  for  the  purpose  of  relending  them,  First  Op¬ 
tions  assumes  the  risk  that  its  client  will  fail  to  repay  the 
security.  When  First  Options  provides  all  of  these  services 
for  a  given  securities  transaction,  it  assumes  an  aggregate 
risk  that  the  customer  will  default  on  the  loan,  or  will  fail 
to  pay  for  or  deliver  the  securities,  or  will  fail  to  repay  the 
security  lent.  These  risks  are  properly  viewed  as  credit 
risks,  but  they  are  not  securities  trading  or  investment 
risks.  The  fact  that  First  Options’  success  is  tied  to  its 
clients’  overall  success  and  that  this,  in  turn,  is  depen¬ 
dent  upon  their  performance  as  traders  in  the  securities 
markets  does  not  give  First  Options  a  principal’s  interest 
in  its  clients’  securities.  That  the  clients'  success  may  be 
a  function  of  the  value  of  securities  subject  to  margin  only 
exposes  the  Bank  to  the  type  of  risk  it  is  always  exposed 
to  when  the  value  of  loan  collateral  is  subject  to  fluctua¬ 
tion.  First  Options’  financial  interest  is  only  in  its  clients’ 
ability  to  perform  their  obligations  to  the  firm.  The  provi¬ 
sion  of  both  financing  and  execution  and  clearance  ser¬ 
vices  for  securities  transactions,  which  are  conducted 
within  the  limits  of  Section  16,  increases  the  extent  of  First 
Options’  credit  risk  with  respect  to  particular  clients,  but 
does  not,  in  our  view,  create  a  “salesman’s  stake"  or 
ownership  interest  in  any  particular  security  so  as  to  vio¬ 
late  either  the  literal  language  or  the  purpose  of  the  Glass- 
Steagall  Act. 

Branching  Restrictions 

An  additional  note  relates  to  the  question  of  branching. 
In  Securities  Industry  Association  v.  Comptroller  of  the 
Currency  supra,  the  Court  of  Appeals  for  the  District  of 
Columbia  Circuit  affirmed  the  district  court’s  decision 
holding  that  discount  brokerage  activities  are  legitimate 
bank  activities  subject  to  the  branching  restrictions  of  12 
U.S.C.  §  81  and  12  U.S.C.  §  36  and,  therefore,  unavaila¬ 
ble  at  non-branch  locations.  The  Office  filed  a  petition  for 
certiorari  in  the  Supreme  Court  seeking  review  of,  among 
other  things,  the  Court  of  Appeal’s  decision  on  the 
branching  issue.  This  petition  was  granted  on  March  3, 
1986.  Clarke  v.  Securities  Industry  Association,  106  S.  Ct. 
1259  (1986).  The  Bank  is  cautioned  that  if  the  decision 
of  the  Court  of  Appeals  is  affirmed,  it  will  be  required  to 
restrict  First  Options’  securities  brokerage  activities,  and 
activities  incidental  thereto,  to  the  Bank’s  main  office  or 
to  branch  locations. 
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Conclusion 

This  Office  has  concluded  that  the  activities  in  which  First 
Options  engages,  as  described  in  the  Bank’s  Notice  and 
subsequent  communications  with  this  Office,  are  autho¬ 
rized  under  the  Glass-Steagall  Act  and  other  provisions 
of  the  national  banking  laws.  Our  approval  does  not,  at 
this  point  extend  to  First  Options’  FCM  services  with 
respect  to  transactions  in  agricultural  futures  and  options 
on  agricultural  futures;  the  Bank  must  make  separate  ap¬ 
plication  to  the  Office  to  obtain  permission  for  First  Op¬ 
tions  to  execute  and  clear  transactions  in  these  commodi¬ 
ties  contracts.  Moreover,  to  the  extent  that  First  Options 
proposes  in  the  future  to  buy  and  sell  new  products  for 
the  account  of  its  customers,  the  approval  of  this  Office 
will  be  required  in  any  instance  in  which  such  activity  is 
conducted  in  relation  to  an  instrument  not  previously  con¬ 
sidered  by  this  Office.  Insofar  as  the  Federal  Reserve 
Board  has  jurisdiction  over  the  activities  of  the  Bank’s 
Edge  Act  affiliate,  which  proposes  to  acquire  First  Op¬ 
tions'  English  subsidiary,  our  approval  with  respect  to  the 
provision  of  these  overseas  activities  is  contingent  upon 
the  Board’s  approval  under  Regulation  K  of  the  acquisi¬ 
tion  of  First  Options’  English  subsidiary  by  the  Bank’s 
Edge  Act  affiliate;  in  this  regard,  the  Bank  may  not  oper¬ 
ate  First  Options'  English  subsidiary  as  a  subsidiary  of 
the  Bank  without  the  Board’s  approval. 

As  is  the  case  with  all  permissible  investment  and  lend¬ 
ing  activities  of  national  banks,  however,  it  is  the  Office’s 
obligation  to  ensure  that  such  activities  are  conducted 
in  a  safe  and  sound  manner  and  consistent  with  sound 
prudential  banking  principles.  While  the  activities  of  First 
Options,  discussed  above,  are  legally  permissible  under 
the  national  banking  laws,  it  is  important,  as  a  matter  of 
appropriate  risk  management,  that  the  Bank  adhere  to 
sound  supervisory  practices.  Therefore,  in  order  for  the 
activities  of  First  Options  to  be  conducted  in  a  safe  and 
sound  manner,  this  Office  will  limit  the  Bank’s  acqusition 
as  follows: 

•  The  Bank’s  investment  in,  and  loans  to,  First  Op¬ 
tions  may  not  exceed  in  the  aggregate  an  amount 
equal  to  the  Bank’s  legal  lending  limit  at  the  time 
of  the  investment  or  loan  of  any  funds.  The  Bank 
shall  not  make  any  additional  investments  of  eq¬ 
uity  capital  in  First  Options  without  the  prior  writ¬ 
ten  consent  of  the  Office. 

•  The  Bank  shall  seek  and  obtain  written  assur¬ 
ances  from  each  securities  and  commodities  ex¬ 
change,  and  clearing  corporation  of  which  it  is 
a  member,  that  the  exposure  of  First  Options  to 
that  exchange  or  clearing  corporation  will  be  limit¬ 
ed  to  the  amount  of  the  capital  of  First  Options, 
and  that  no  claims  will  be  made  on  the  Bank  or 
its  affiliates  for  any  liabilities. 


Judith  A.  Walter 
Senior  Deputy  Comptroller 
for  Administration 

*  A  * 

381  —  May  5,  1987 

John  Huffstutler,  Esq. 

Assistant  General  Counsel 
Legal  Department 
Bank  of  America  National  Trust 
and  Savings  Association 
Bank  of  America  Center 
Box  37000 

San  Francisco,  California  94137 
Dear  Mr.  Huffstutler: 

This  letter  responds  to  the  notification  by  the  Bank  of 
America  National  Trust  and  Savings  Association  (Bank) 
of  its  intent  to  establish  an  operating  subsidiary  (Subsidi¬ 
ary).  In  the  Bank’s  proposal,  the  Subsidiary  would  be¬ 
come  a  general  partner  in  a  partnership  (Partnership)  with 
three  other  general  partners.  The  Partnership  will  provide 
computer  processing  and  related  services  in  connection 
with  an  automated  teller  machine  network.  The  Office  be¬ 
lieves  the  proposed  activities  are  legally  permissible  for 
national  banks  and  their  subsidiaries,  and  approves  the 
application,  subject  to  the  conditions  described  below. 

The  Bank’s  Proposal 

Our  understanding  of  the  Bank’s  proposal  is  based  upon 
the  Bank’s  operating  subsidiary  notification,  additional 
materials  submitted  by  the  Bank,  and  telephone  conver¬ 
sations  between  Bank  staff  and  Richard  H  Cleva,  an  at¬ 
torney  in  the  Legal  Advisory  Services  Division  of  this 
Office. 

The  Bank  intends  to  establish  a  wholly  owned  operating 
subsidiary.  The  Subsidiary  will  be  located  at  the  Bank's 
head  office.  The  Bank  represents  that  it  will  sufficiently 
capitalize  the  Subsidiary  and  cause  the  Subsidiary  to  con¬ 
duct  its  operations  in  such  a  manner  as  to  minimize  the 
likelihood  that  the  corporate  veil  would  be  pierced  or  that 
the  Bank  would  be  held  vicariously  liable  for  the  acts  of 
the  Subsidiary  or  the  Partnership. 

The  initial  activity  of  the  Subsidiary  will  be  to  purchase 
and  own  a  minority  interest  (planned  at  33V3%)  in  a 
California  general  partnership.  The  other  general  partner¬ 
ship  interests  in  the  Partnership  will  be  owned  by  CU  Ven¬ 
tures,  Inc.,  a  wholly  owned  subsidiary  of  CU-ATM  Cooper¬ 
ative,  Inc.  (planned  at  162/3%);  ADP  Automated  Teller.  Inc 
a  wholly  owned  subsidiary  of  Automatic  Data  Process¬ 
ing,  Inc.  (planned  at  162/3%);  and  MTA  CAL.  Inc  .  a  wholly 
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owned  subsidiary  of  The  Southland  Corporation  (planned 
at  33V3%).  CU-ATM  Cooperative,  Inc.,  is  a  California 
cooperative  corporation,  owned  by  its  members,  which 
are  credit  unions  in  California,  and  formed  to  provide  ATM 
services  for  credit  unions. 

Each  partner  will  provide  capital  and  share  profits  and 
losses  in  proportion  to  its  percentage  interest  in  the  Part¬ 
nership  The  Bank  states  that  its  total  commitment  to  the 
Partnership,  including  the  Subsidiary's  partnership  con¬ 
tribution  and  any  loans  or  other  extensions  of  credit  by 
the  Bank  and  its  affiliates,  will  not  exceed  five  percent  of 
the  Bank's  primary  capital.  The  Bank’s  initial  equity  in¬ 
vestment  in  the  Subsidiary  will  be  $1.5  million.  In  turn, 
the  Subsidiary’s  partnership  contribution  will  be  $500,000. 
The  Bank  does  not  presently  contemplate  any  other  in¬ 
vestments  in  or  loans  to  either  the  Subsidiary  or  the  Part¬ 
nership. 

The  purpose  and  business  of  the  Partnership  will  be  to 
operate  and  provide  the  computer  processing  and  relat¬ 
ed  services,  telecommunication  links,  and  other  support 
services  in  connection  with  an  automated  teller  machine 
(ATM)  network  (Network).  In  its  early  stages,  the  Network 
will  comprise  approximately  400  ATMs  located  in 
"7-Eleven’’  retail  convenience  stores  owned  or  franchised 
by  The  Southland  Corporation  in  California.  More  ATMs 
may  be  added  later  at  other  locations  in  California  and 
other  states.  The  Partnership's  principal  office  will  be  lo¬ 
cated  in  Ontario,  California. 

The  ATMs  may  be  accessed  by  persons  using  cards  is¬ 
sued  by  credit  union  members  of  CU-ATM  Cooperative, 
Inc.,  or  financial  institutions  that  are  members  of  existing 
ATM  networks,  including  the  Bank.  Currently,  ATM  cards 
issued  for  two  ATM  network  systems  are  able  to  access 
the  ATMs.  It  is  contemplated  that  other  ATM  systems  will 
be  added.  Individuals  holding  ATM  cards  issued  by  their 
various  financial  institutions  will  be  able  to  use  the  Net¬ 
work  to  obtain  cash  from  their  checking,  savings,  and 
credit  card  accounts;  transfer  funds;  and  monitor 
balances  at  their  financial  institutions. 

The  ATM  terminals  will  be  purchased,  owned,  and  main¬ 
tained  by  Deep  Star,  Inc.,  (Owner)  a  California  corpora¬ 
tion  wholly  owned  by  Western  Corporate  Federal  Credit 
Union,  a  federally  chartered  credit  union.  The  Bank  has 
no  direct  or  indirect  ownership  in  Deep  Star  or  Western 
Corporate  Federal  Credit  Union.  Installation  in  each 
7-Eleven  store  will  be  pursuant  to  an  arrangement  be¬ 
tween  the  Owner  and  The  Southland  Corporation  or  its 
franchisee.  The  Partnership  will  enter  into  an  agreement 
with  the  Owner  pursuant  to  which  cardholders  will  be  per¬ 
mitted  to  use  the  machines  in  exchange  for  the  Partner¬ 
ships  payment  to  the  Owner  of  fees  based  on  the  num¬ 
ber  and/or  types  of  ATM  transactions  effected.  The 
Partnership  will  have  no  proprietary  or  leasehold  interest 


in  the  ATMs.  At  all  times  the  title  to  the  machines  will  re¬ 
main  in  the  Owner. 

The  scope  of  the  Partnership’s  business,  as  described 
above,  is  defined  in  the  Partnership  Agreement.  An 
amendment  to  the  Partnership  Agreement  is  required  for 
the  Partnership  to  engage  in  activities  not  encompassed 
within  its  stated  business.  Such  an  amendment  can  be 
accomplished  only  with  the  unanimous  consent  of  all 
partners.  No  partner  has  authority  to  bind  the  Partner¬ 
ship  to  expand  its  business  activities  beyond  those  de¬ 
fined  in  the  Partnership  Agreement.  The  Bank  represents 
that  its  Subsidiary  will  not  agree  to  any  change  in  the 
scope  of  the  Partnership’s  business  without  assuring  that 
the  Comptroller  of  the  Currency  continues  to  view  the 
business  as  appropriate  for  a  national  bank. 

The  Partnership  Agreement  provides  for  a  Management 
Committee  which  will  have  the  exclusive  power  and 
authority  to  manage,  direct,  and  control  the  business  of 
the  Partnership.  The  Management  Committee  will  be 
composed  of  four  voting  members,  with  each  partner 
having  the  right  to  appoint  one  representative,  plus  the 
Partnership’s  Chief  Executive  Officer.  The  Partnership 
Agreement  requires  approval  by  the  Management  Com¬ 
mittee  by  unanimous  vote  of  the  representatives  for  a 
number  of  basic  business  decisions.  A  second  group  of 
business  decisions  requires  a  supermajority  vote  which 
must  include  the  Bank’s  Subsidiary.  A  simple  majority 
vote  will  be  required  for  other  matters  before  the  Manage¬ 
ment  Committee.  The  Chief  Executive  Officer  may  vote 
only  with  respect  to  matters  for  which  a  simple  majority 
vote  is  required.  The  Chief  Executive  Officer  will  be  in 
charge  of  the  operations  of  the  Partnership  and  will 
manage  its  day-to-day  activities. 

The  following  actions  may  not  be  taken  by  the  Partner¬ 
ship  unless  approved  by  unanimous  vote  of  the  mem¬ 
bers  of  the  Management  Committee,  including  the  mem¬ 
ber  appointed  by  the  Bank:  approval  or  amendment  of 
any  Partnership  operating  plan;  the  permitting  of,  or  the 
making  of,  a  capital  contribution  by  any  of  the  partners 
to  the  Partnership;  any  change  in  the  Partnership’s  name; 
the  making  of  any  capital  expenditure  over  $25,000;  the 
disposition  or  encumbering  of  any  Partnership  assets  ex¬ 
cept  in  connection  with  acquiring  property;  the  entry  by 
the  Partnership  into  any  partnership  or  joint  venture,  or 
the  acquisition  by  the  Partnership  of  stock  or  other  owner¬ 
ship  interest  in  a  corporation,  or  any  advance  or  deposit 
not  in  the  ordinary  course  of  business,  or  any  guaranty 
of  the  obligations  of,  or  other  investment  by  the  Partner¬ 
ship  in,  any  entity;  the  delegation  of  authority  to  the  Chief 
Executive  Officer  to  approve  the  taking  of  any  action  re¬ 
quired  to  be  approved  by  the  Management  Committee, 
the  entry  into  or  amendment  or  extension  of  any  contract 
between  the  Partnership  and  any  partner;  the  making  of 
any  distributions  to  the  partners  other  than  a  liquidating 
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distribution  upon  dissolution;  the  election  of  the  Chief  Ex¬ 
ecutive  Officer;  the  incurring  of  any  contractual  liability 
m  excess  of  $100,000  as  to  which  recourse  is  not  limited 
to  the  assets  of  the  Partnership;  and  the  taking  of  title  to 
any  assets  or  property  other  than  in  the  name  of  the  Part¬ 
nership. 

The  following  actions  may  not  be  taken  by  the  Partner¬ 
ship  unless  approved  by  Management  Committee  super- 
majority  vote,  which  must  include  the  vote  of  the  Bank 
for  so  long  as  the  Bank  is  required  to  maintain  control 
over  the  activities  and  decisions  of  the  Partnership;  Any 
change  in  accountants  or  accounting  principles  used  by 
the  Partnership,  except  to  the  extent  required  by  GAAP; 
the  selection  of  legal  counsel;  and  any  action  or  election 
by  the  Partnership  for  tax  purposes. 

The  approval  of  all  partners  themselves  will  be  required 
for  any  amendment  of  the  Partnership  Agreement,  the 
filing  of  a  Partnership  application  for  bankruptcy  or 
moratorium,  the  admission  of  an  additional  partner,  the 
transfer  or  pledge  of  partnership  interests,  the  dissolu¬ 
tion  of  the  Partnership  prior  to  its  stated  25-year  term,  and 
the  extension  of  the  stated  25-year  term  of  the  Partner¬ 
ship.  No  partner  may,  without  the  prior  consent  of  all  other 
partners,  confess  a  judgment  against  the  Partnership, 
make  any  agreement  on  behalf  of  any  other  partner,  or 
release  any  of  the  partners  from  any  obligation  under  the 
Partnership  Agreement.  No  partner  will  have  authority  to 
act  for,  or  assume  any  obligafion  or  responsibility  on  be¬ 
half  of,  the  Partnership  without  the  prior  written  consent 
of  the  Management  Committee.  Any  partner  may  elect 
after  the  first  twenty  four  months  to  withdraw  from  the  Part¬ 
nership. 

The  Partnership  Agreement  also  includes  a  “Regulatory 
Impairment”  provision.  Under  this  provision,  a  regulat¬ 
ed  partner  such  as  the  Bank  may  certify  that  any  pro¬ 
posed  or  current  activity  of  the  Partnership  would  cause 
the  partner  or  any  of  its  affiliates  to  be  held  in  violation 
of  a  statute,  regulation,  administrative  ruling,  or  court 
order.  In  that  event,  steps  would  be  taken  to  avoid  the 
violation  or,  alternatively,  the  partner  would  have  the  right 
to  withdraw  from  the  Partnership  without  penalty. 

The  Partnership  Agreement  contains  the  partners’ 
acknowledgment  of  extensive  regulation  by,  and  the  juris¬ 
diction  of,  various  federal  and  state  regulatory  bodies  and 
of  the  fact  that  the  conduct  of  the  affairs  of  the  Partner¬ 
ship  may  be  subject  to  prior  notice  to  or  approval  by  those 
regulatory  bodies.  In  connection  with  the  participation  of 
a  national  bank  in  the  Partnership,  this  provision  would 
include  the  Office  of  the  Comptroller  of  the  Currency.  It 
is  our  understanding  that  this  provision  in  the  Partnership 
Agreement  expresses  the  partners’  intent  that  the  Part¬ 
nership  be  subject  to  examination,  supervision,  and  regu¬ 
lation  by  the  various  regulatory  bodies  in  the  application 


to  the  Partnership  of  laws  administered  by  those  bodies 
The  agreement  also  provides  for  access  to  the  Partner¬ 
ship's  records  by  the  partners  and  their  agents.  The  Bank 
represents  that  this  Office  will  have  access  to  records  of 
the  Partnership  for  purposes  of  examination  and  that  the 
Bank  will  not  proceed  with  the  proposal  until  the  OCC’s 
right  to  such  access  is  properly  documented 

Discussion 


A  national  bank  may  engage  in  activities  which  are  part 
of  or  incidental  to  the  business  of  banking  by  means  of 
an  operating  subsidiary  corporation.  A  national  bank's 
operating  subsidiary  has  the  same  authority  and  is  sub¬ 
ject  to  the  same  restrictions  as  the  bank.  See  12  C.F.R. 
§  5.34.  The  Subsidiary,  through  its  general  partnership 
interest  in  the  Partnership,  will  be  engaged  in  the  activi¬ 
ties  in  which  the  Partnership  is  engaged.  Therefore,  it 
must  be  determined  whether  the  proposed  activities  of 
the  Partnership  are  permissible  for  national  banks.  The 
business  of  the  Partnership  will  be  that  of  providing  com¬ 
puter  processing  and  other  services  in  connection  with 
an  automated  teller  machine  network. 

In  recent  years,  national  banks,  as  well  as  other  deposi¬ 
tory  institutions,  have  participated  in  and  operated  such 
ATM  networks,  specifically  including  the  operation  of  cen¬ 
tral  electronic  switching  and  other  computer  facilities  to 
support  the  networks.  See,  e.g.,  OCC  Interpretive  Letter 
No.  289  (May  15,  1984),  reprinted  in  Fed.  Banking  L.  Rep 
(CCH)  1  85,453;  OCC  Interpretive  Letter  No.  153  (July 
7,  1980),  reprinted  in  Fed.  Banking  L.  Rep.  (CCH)  1 
85,234.  See  also  OCC  Interpretive  Letter  No.  160  (August 
18,  1980),  reprinted  in  Fed.  Banking  L.  Rep.  (CCH)  1 
85,241  (operating  ATM  network  permissible  for  bank  ser¬ 
vice  corporation  owned  by  national  banks).  Cf.  Indepen¬ 
dent  Bankers  Association  of  New  York  State,  Inc.  v.  Ma¬ 
rine  Midland  Bank,  N.A.,  757  F.2d  453,  455-56  (2d  Cir. 
1985),  cert,  denied,  106  S.  Ct.  2926  (1986)  (factual  back¬ 
ground  including  description  of  national  bank's  partici¬ 
pation  in  a  shared  ATM  network  and  its  ownership  and 
operation  of  the  central  computer  processing  facilities, 
"switch,”  for  the  network). 

Such  activities,  then,  are  clearly  part  of  or  incidental  to 
the  business  of  banking  and,  accordingly,  the  business 
proposed  for  the  Partnership  is  permissible  for  national 
banks  and  their  subsidiaries  under  12  U.S.C.  §  24(7) 

The  Bank's  proposal  is  also  consistent  with  12  U.S.C.  § 
36.  The  Subsidiary  will  be  located  at  the  head  office  of 
the  Bank.  The  Partnership’s  office  will  be  in  Ontario, 
California,  and  it  may  have  operational  facilities  and 
equipment  at  other  locations.  However,  the  Partnership’s 
offices  and  facilities  are  back-office  support  activities,  not 
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involving  interaction  with  the  public,  and  thus  would  not 
be  branch  locations  under  12  U.S.C.  §  36,  even  if  per¬ 
formed  directly  by  a  national  bank.  Cf  Clarke  v.  Securi¬ 
ties  Industry  Association,  93  L.Ed.2d  757  (1987).  The  ATM 
terminals  themselves  will  be  owned  by  another  company, 
not  by  the  Partnership  or  the  bank.  Thus,  the  ATMs  would 
not  constitute  branches  established  by  the  Bank  under 
12  U  SC  §  36  See  12  C.F.R.  §  5.31(b)  &  (f)(4);  Indepen¬ 
dent  Bankers  Association,  757  F.2d  at  461-62. 

II. 

The  conduct  of  these  activities  through  a  general  part¬ 
nership  such  as  Partnership  is  also  permissible.  In  prior 
instances,  the  Office  has  permitted  a  national  bank, 
through  an  operating  subsidiary,  to  act  as  a  general  part¬ 
ner  with  another  general  partner.  See  OCC  Interpretive 
Letter  No  369  (September  25,  1986),  reprinted  in  Fed. 
Banking  L  Rep.  (CCH)  1  85,539;  OCC  Interpretive  Let¬ 
ter  No.  346  (July  31,  1985),  reprinted  in  Fed.  Banking  L. 
Rep  (CCH)  1  85.516;  OCC  Interpretive  Letter  No.  289, 
supra  See  also  OCC  Interpretive  Letter  No.  355  (Decem¬ 
ber  10,  1985),  reprinted  in  Fed.  Banking  L.  Rep.  (CCH) 
1  85,525  (partnership  with  multiple  partners  in  specific 
context  of  partnership  formed  to  hold  and  liquidate  DPC 
assets).1 

The  features  of  the  proposed  Partnership,  while  not  iden¬ 
tical  with  the  partnership  involvement  reviewed  in  the 
Office's  prior  letters,  are  consistent  with  the  general  prin¬ 
ciples  contained  in  those  letters.  In  the  prior  letters  cited 
above,  the  bank  was  a  partner  with  one  other  general 
partner  and  had  a  partnership  interest  of  at  least  50  per¬ 
cent.  In  the  Bank’s  proposal,  its  Subsidiary  will  have  a 
33V3%  partnership  interest  and  three  other  partners.  Just 
as  in  the  partnerships  reviewed  in  the  prior  letters,  from 
the  purpose  and  characteristics  of  the  Partnership  and 
the  Bank’s  manner  of  active  participation,  the  Bank  clear¬ 
ly  is  entering  the  Partnership  as  a  means  of  developing 
and  performing  its  lawful  banking  activities,  as  discussed 
above,  and  not  merely  as  an  investment.  The  Comp¬ 
troller's  Office  traditionally  has  recognized  the  authority 
of  national  banks  to  organize  and  perform  any  of  their 
lawful  activities  in  any  reasonable  and  convenient  man¬ 
ner  not  prohibited  by  law. 

Similarly,  in  the  prior  letters,  management  of  the  partnnr- 
ship  was  by  a  management  committee  whose  structure 
reflected  a  partnership  of  two  equal  partners.  Essential- 


'  Bank  holding  companies  also  have  been  permitted  to  enter  joint  ven- 
•  jre  gener  erships  See,  eg  72  Fed  Res  Bull  201  (1986)  (Order 
approving  application  for  bank  holding  company  to  become  general 
partner  with  non-banking  firm  and  engage  in  personal  property  leas- 
ng)  71  Fed  Res  Bull  651  (1985)  (Order  approving  application  for  bank 
"/I'  g  company  to  become  general  partner  with  non-banking  firm 
and  act  ac  m  imcipal  securities  brokers'  broker) 


ly,  representatives  of  both  partners  had  to  agree  for  all 
decisions.  In  the  Bank’s  proposal,  it  will  not  have  control 
over  all  the  day-to-day  operations  of  the  Partnership  to 
the  same  extent  that  the  banks  had  control  in  the  prior 
letters.  Daily  operations  are  delegated  to  the  chief  execu¬ 
tive  officer,  and  some  actions  require  only  a  majority  vote 
of  the  management  committee.  However,  since  unani¬ 
mous  consent  or  a  supermajority  which  includes  the  Bank 
is  required  for  the  important  and  fundamental  actions  of 
the  Partnership,  including  changes  in  its  business  and 
purpose,  the  Bank’s  proposal  complies  with  the  princi¬ 
ple  that  the  bank  have  veto  power  over  the  activities  and 
major  decisions  of  the  partnership.  In  addition,  the  Part¬ 
nership  Agreement  defines  and  limits  the  business  of  the 
Partnership  to  the  operation  of  the  ATM  network  facilities 
as  discussed  above.  The  Partnership  Agreement  is  writ¬ 
ten  with  specificity,  so  that  alteration  or  expansion  of  part¬ 
nership  activity  will  require  consent  of  the  partners,  in¬ 
cluding  the  Bank.2 

Other  factors  set  forth  in  the  Office's  prior  letters  are  also 
addressed  in  the  Bank’s  proposal.  First,  the  Partnership 
Agreement  contains  provisions  acknowledging  that  the 
partners  and  the  Partnership  are  subject  to  extensive 
regulation  by  various  federal  and  state  regulatory  bod¬ 
ies,  including  this  Office  in  respect  of  the  Bank’s  partici¬ 
pation,  and  provisions  allowing  for  access  to  the  records, 
books  of  account,  and  other  information  of  the  Partner¬ 
ship.  Thus,  with  respect  to  the  application  of  federal  bank¬ 
ing  laws,  the  Partnership’s  activities  will  be  subject  to  ex¬ 
amination,  supervision,  and  regulation  by  the  Office.  In 
addition,  the  Comptroller’s  Office  may  examine  the  Part¬ 
nership  under  its  statutory  authority  in  12  U.S.C  §  481  to 
examine  all  the  affairs  of  a  national  bank  and  its  affiliates. 
Similarly,  the  Partnership,  in  its  performance  of  services 
for  the  Bank  or  for  other  national  banks,  is  subject  to  ex¬ 
amination  and  regulation  by  this  Office  under  12  U.S.C. 
§  1867(c). 

Second,  the  total  commitment  of  the  Subsidiary,  the  Bank, 
and  its  affiliates  to  the  Partnership,  including  partnership 
contributions,  investments,  and  loans  and  other  exten¬ 
sions  of  credit  (both  direct  and  indirect),  will  not  exceed 
5%  of  the  Bank’s  primary  capital. 


2The  "Regulatory  Impairment"  provision  of  the  Partnership  Agreement 
is  also  relevant  to  the  principle  of  bank  veto  power  over  partnership 
activities.  In  the  event  that  some  decision  over  which  the  Bank  does 
not  otherwise  exercise  veto  power  (through  the  unanimous  consent, 
supermajority  vote,  or  consent  of  the  partners  provision)  might  cause 
the  Partnership  to  enter  an  activity  which  would  be  impermissible  or 
otherwise  contrary  to  regulatory  requirements  for  the  Bank,  the  Bank 
would  have  a  further  opportunity  to  influence  the  Partnership  decision 
and,  alternatively,  would  have  the  power  to  withdraw  Thus,  the  Bank 
will  not  be  placed  in  a  position  in  which  it  would  be  obligated  to  con¬ 
tinue  to  participate  in  a  partnership  engaged  in  activities  impermissi 
ble  for  national  banks 
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III. 

For  the  foregoing  reasons,  the  Office  believes  the  activi¬ 
ties  proposed  for  the  new  Subsidiary,  conducted  as  set 
forth  above,  are  legally  permissible  for  a  national  bank’s 
operating  subsidiary.  This  analysis  is  based  upon  the  facts 
presented  and  the  representations  you  have  made  to  our 
Office;  different  circumstances  may  affect  the  legal  anal¬ 
ysis.  Our  view  of  the  proposed  activities  reflects  current 
law  and  may  be  subject  to  revision  as  future  development 
warrants.  It  is  our  understanding  that  the  operations  of 
the  Bank,  Subsidiary,  and  Partnership  will  be  conducted 
in  accordance  with  all  applicable  laws  and  regulations. 

However,  while  these  activities  are  legally  permissible  for 
national  banks,  it  is  also  the  Office’s  obligation,  through 
the  exercise  of  its  supervisory  oversight,  to  ensure  that 
these  activities,  just  as  all  other  activities  of  national  banks, 
are  conducted  in  a  safe  and  sound  manner,  adhering  to 
sound  prudential  banking  principles  and  supervisory 
practices,  including  appropriate  risk  management. 

In  this  regard,  the  Office  at  this  time  will  limit  the  Bank’s 
acquisition  and  operation  of  Subsidiary  as  follows:  First, 
the  aggregate  amount  of  the  Bank’s  investment  in,  and 
loans  or  other  extensions  of  credit  (both  direct  and  in¬ 
direct)  to,  the  Subsidiary  may  not  exceed  an  amount 
equal  to  the  Bank’s  legal  lending  limit  at  the  time  of  the 
investment  or  loan  of  any  funds.  Second,  after  the  initial 
capital  investment  described  in  the  Bank's  operating  sub¬ 
sidiary  notification  materials,  the  Bank  shall  not  make  any 
additional  investments  of  equity  capital  in  the  Subsidiary 
without  the  prior  written  consent  of  the  Office. 

These  limitations  are  in  addition  to  the  limits  and  condi¬ 
tions  on  the  Bank's  and  the  Subsidiary’s  involvement  with 
the  Partnership  discussed  earlier  in  this  letter.  Moreover, 
the  Office  also  believes  that  the  nature  and  structure  of 
a  partnership,  as  well  as  the  activities  in  which  it  is  en¬ 
gaged,  are  necessary  factors  in  the  legal  and  supervi¬ 
sory  assessment  of  national  bank  involvement. 

Accordingly,  changes  in  the  Bank’s  role  in  management 
and  control  of  the  Partnership,  in  the  Bank's  partnership 
interest,  and  in  the  identity  of  other  partners  and  any  other 
material  changes  in  the  provisions  of  the  Partnership 
Agreement,  as  well  as  any  change  or  expansion  in  the 
activities  performed  in  the  Partnership,  are  considered 
new  activities  of  the  operating  subsidiary  for  purposes 
of  the  notification  requirement  of  12  C.F.R.  §  5.34(d)(1). 

Conclusion 

We  believe  the  activities  proposed  for  the  Subsidiary  are 
permissible  for  national  banks  and  their  operating  sub¬ 
sidiaries.  Accordingly,  the  Office  hereby  notifies  the  Bank 
pursuant  to  12  C.F.R.  §  5.34  that  it  may  proceed  with  its 


proposal,  subject  to  the  representations,  understandings, 
limitations,  and  conditions  set  forth  in  the  foregoing  dis¬ 
cussion. 

J.  Michael  Shepherd 

Senior  Deputy  Comptroller 

for  Corporate  and  Economic  Programs 

★  *  it 


382  —  May  5,  1987 

David  Butler,  Esq. 

General  Counsel 

First  Interstate  Bank  of  Denver,  N.A. 

633  Seventeenth  Street 
Denver,  Colorado  80270 

Dear  Mr.  Butler: 

This  letter  responds  to  the  notification  by  the  First  Inter¬ 
state  Bank  of  Denver,  N.A.,  (Bank)  of  its  intent  to  estab¬ 
lish  an  operating  subsidiary  (Subsidiary).  In  the  Bank’s 
proposal,  the  Subsidiary  would  become  a  general  part¬ 
ner  in  a  general  partnership  (Partnership)  with  two  other 
general  partners.  The  Partnership  will  operate  an  elec¬ 
tronic  funds  transfer  switch  for  use  by  financial  institutions 
in  Colorado.  The  Office  believes  the  proposed  activities 
are  permissible  for  national  banks  and  their  subsidiaries, 
and  approves  the  application,  subject  to  the  conditions 
described  below. 

The  Bank’s  Proposal 

Our  understanding  of  the  Bank's  proposal  is  based  upon 
the  Bank’s  operating  subsidiary  notification,  additional 
materials  submitted  by  the  Bank,  and  your  telephone  con¬ 
versations  with  Richard  H.  Cleva,  an  attorney  in  the  Legal 
Advisory  Services  Division  of  this  Office. 

The  Bank  intends  to  establish  a  wholly  owned  operating 
subsidiary.  The  Subsidiary  will  be  located  at  the  Bank's 
head  office.  The  Bank  represents  that  it  will  sufficiently 
capitalize  the  Subsidiary  and  cause  the  Subsidiary  to  con¬ 
duct  its  operations  in  such  a  manner  as  to  minimize  the 
likelihood  that  the  corporate  veil  would  be  pierced  or  that 
the  bank  would  be  held  vicariously  liable  for  the  acts  of 
the  Subsidiary  or  the  Partnership. 

The  Subsidiary  will  own  a  one-third  interest  in  a  general 
partnership  formed  to  operate  the  Minibank  Switch  Net¬ 
work,  an  existing  electronic  funds  transfer  switch  for  use 
by  financial  institutions  in  Colorado,  primarily  in  connec¬ 
tion  with  their  automated  teller  machines  (ATMs)  The  two 
other  general  partners  will  be  Columbia  Savings,  a  fed- 
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erally  chartered  savings  and  loan  association,  and  a  sub¬ 
sidiary  of  United  Bank  of  Denver,  N  A  All  three  partners 
will  hold  equal,  one-third  partnership  interests.  Partner¬ 
ship  contributions  and  sharing  in  profits  and  losses  will 
be  on  a  pro  rata  basis,  in  accordance  with  the  equal,  one- 
third  interests. 

Minibank  Switch  Network  has  been  in  existence  for  sever¬ 
al  years,  established  as  a  business  trust  of  which  the 
beneficiaries  are  the  Bank,  Columbia  Savings,  and  Unit¬ 
ed  Bank  of  Denver.  The  institutions  now  wish  to  restruc¬ 
ture  the  business  as  a  general  partnership.  The  business 
of  the  Partnership  will  be  to  operate  the  Minibank  Switch 
Network,  an  electronic  switch  system  which  will  allow  cus¬ 
tomers  of  the  partners  and  of  other  participating  institu¬ 
tions  to  use  electronic  terminals  owned  or  controlled  by 
each  of  the  partners  and  by  other  participating  financial 
institutions  or  other  entities,  without  regard  to  the  bank¬ 
ing  or  other  financial  affiliation  of  the  customers. 

The  partnership  agreement  provides  that  all  decisions  or 
actions  of  the  Partnership  require  the  unanimous  affirma¬ 
tive  vote  of  all  partners.  A  general  manager  is  responsi¬ 
ble  for  the  management  of  day-to-day  business  and  for 
carrying  out  the  decisions  of  the  partners.  The  partner¬ 
ship  agreement  also  expressly  recites  that  the  Partner¬ 
ship  shall  be  subject  to  regulation,  supervision,  and  ex¬ 
amination  by  the  Office  of  the  Comptroller  of  the  Currency. 
It  further  provides  that  no  partner  which  is  owned  by  a 
national  bank  shall  make  a  total  commitment  to  the  Part¬ 
nership,  including  contributions,  loans,  and  extensions  of 
credit  (both  direct  and  indirect)  by  such  partner  and  its 
affiliates  in  total,  of  more  than  5%  of  the  bank's  primary 
capital. 

Discussion 

I. 

A  national  bank’s  operating  subsidiary  has  the  same 
authority  and  is  subject  to  the  same  restrictions  as  the 
bank  See  12  C.F.R  §  5.34  The  Subsidiary,  through  its 
general  partnership  interest  in  the  Partnership,  will  be  en¬ 
gaged  in  the  activities  in  which  the  Partnership  is  en¬ 
gaged  Therefore,  it  must  be  determined  whether  the  pro¬ 
posed  activities  of  the  Partnership  are  permissible  for 
national  banks. 

The  business  of  the  Partnership  will  be  operating  an  elec¬ 
tronic  switching  system  for  electronic  funds  transfers, 
primarily  for  the  ATMs  of  participating  financial  institutions. 
In  recent  years,  national  banks,  as  well  as  other  deposi¬ 
tory  institutions,  have  participated  in  and  operated  such 
ATM  networks,  specifically  including  the  operation  of  cen¬ 
tal  electronic  switching  and  other  computer  facilities  to 
support  the  networks  See,  eg  ,  OCC  Interpretive  Letter 
f  Jo  289  (May  15,  1984),  reprinted  in  Fed  Banking  L  Rep. 


(CCH)  U  85,453;  OCC  Interpretive  Letter  No.  153  (July 
7,  1980),  reprinted  in  Fed.  Banking  L.  Rep.  (CCH)  1 
85,234.  See  also  OCC  Interpretive  Letter  No.  160  (August 
18,  1980),  reprinted  in  Fed.  Banking  L.  Rep,  (CCH)  1 
85,241  (operating  ATM  network  permissible  for  bank  ser¬ 
vice  corporation  owned  by  national  banks).  Cf.  Indepen¬ 
dent  Bankers  Association  of  New  York  State,  Inc.  v.  Ma¬ 
rine  Midland  Bank,  N.A.,  757  F.2d  453,  455-56  (2d  Cir. 
1985),  cert,  denied ,  106  S.  Ct.  2926  (1986)  (factual  back¬ 
ground  including  description  of  national  bank's  partici¬ 
pation  in  a  shared  ATM  network  and  its  ownership 
and  operation  of  the  central  computer  processing  facili¬ 
ties,  "switch,”  for  the  network). 

Such  activities,  then,  are  clearly  part  of  or  incidental  to 
the  business  of  banking  and,  accordingly,  the  business 
proposed  for  the  Partnership  is  permissible  for  national 
banks  and  their  subsidiaries  under  12  U.S.C.  §  24(7). 

The  Bank's  proposal  is  also  consistent  with  12  U.S.C  § 
36.  The  Subsidiary  will  be  located  at  the  head  office  of 
the  Bank.  The  Partnership's  office  will  be  at  another  lo¬ 
cation  in  Denver,  and  it  has  operational  facilities  and 
equipment  at  other  locations.  However,  the  Partnership’s 
offices  and  facilities  are  back-office  support  activities,  not 
involving  interaction  with  the  public,  and  thus  would  not 
be  branch  locations  under  12  U.S.C  §  36,  even  if  per¬ 
formed  directly  by  a  national  bank.  Cf.  Clarke  v.  Securi¬ 
ties  Industry  Association,  93  L.Ed.2d  757  (1987).  The  ATM 
terminals  themselves  are  owned  by  each  participating 
financial  institution,  not  by  the  Partnership  or  the  Bank. 
Thus,  the  ATMs  would  not  constitute  branches  estab¬ 
lished  by  the  Bank  under  12  U.S.C.  §  36.  See  12  C.F.R. 
§  5.31(b)  &  (f)(4);  Independent  Bankers  Association,  757 
F.2d  at  461-62. 

II. 

The  conduct  of  these  activities  through  a  general  part¬ 
nership  such  as  Partnership  is  also  permissible.  In  prior 
instances,  the  Office  has  permitted  a  national  bank, 
through  an  operating  subsidiary,  to  act  as  a  general  part¬ 
ner  with  another  general  partner.  See  OCC  Interpretive 
Letter  No.  369  (September  25,  1986),  reprinted  in  Fed. 
Banking  L.  Rep.  (CCH)  ^  85,539;  OCC  Interpretive  Let¬ 
ter  No.  346  (July  31,  1985),  reprinted  in  Fed.  Banking  L. 
Rep.  (CCH)  1  85,516;  OCC  Interpretive  Letter  No.  289, 
supra,  See  also,  OCC  Interpretive  Letter  No.  355 
(December  10,  1985),  reprinted  in  Fed.  Banking  L.  Rep. 
(CCH)  1  85,525  (partnership  with  multiple  partners  in 
specific  context  of  partnership  formed  to  hold  and  liqui¬ 
date  DPC  assets). 

The  proposed  Partnership,  while  not  identical  with  the 
partnership  involvement  reviewed  in  the  Office’s  prior  let¬ 
ters,  is  consistent  with  the  general  principles  contained 
in  those  letters.  In  the  prior  letters  cited  above,  the  bank 


was  a  partner  with  one  other  general  partner,  and  had 
a  partnership  interest  of  at  least  50  percent.  In  the  Bank's 
proposal,  its  Subsidiary  will  have  a  33V3%  partnership  in¬ 
terest  and  two  other  partners.  Just  as  in  the  partnerships 
reviewed  in  the  prior  letters,  from  the  purpose  and  charac¬ 
teristics  of  the  Partnership  and  the  Bank’s  manner  of  ac¬ 
tive  participation,  the  Bank  clearly  is  entering  the  Part¬ 
nership  as  a  means  of  developing  and  performing  its 
lawful  banking  activities,  as  discussed  above,  and  not 
merely  as  an  investment.  The  Comptroller’s  Office  tradi¬ 
tionally  has  recognized  the  authority  of  national  banks 
to  organize  and  perform  any  of  their  lawful  activities  in 
any  reasonable  and  convenient  manner  not  prohibited 
by  law. 

In  other  respects,  the  proposed  Partnership  is  directly 
consistent  with  the  principal  conditions  outlined  in  the 
prior  letters.  See  OCC  Interpretive  Letter  No.  346,  supra. 
The  partnership  agreement  defines  and  limits  the  busi¬ 
ness  activities  of  the  Partnership  to  the  operation  of  an 
electronic  switch  system.  All  decisions  of  the  Partnership 
require  unanimous  consent  of  the  partners,  thus  giving 
the  Bank’s  Subsidiary  veto  power  over  the  activities  and 
decisions  of  the  Partnership.  The  partnership  agreement 
limits  the  total  commitment  to  the  Partnership  by  the  Bank, 
its  subsidiaries,  and  affiliates  to  5%  of  the  Bank’s  primary 
capital.  The  partnership  agreement  expressly  states  that 
the  Partnership  shall  be  subject  to  regulation,  supervi¬ 
sion,  and  examination  by  the  Comptroller’s  Office.  In  ad¬ 
dition,  the  Office  also  may  examine  the  Partnership  under 
its  statutory  authority  in  12  U.S.C.  §  481  to  examine  all 
the  affairs  of  a  national  bank  and  its  affiliates.  Similarly, 
the  Partnership,  in  its  performance  of  services  for  the 
Bank  or  for  other  national  banks,  is  subject  to  examina¬ 
tion  and  regulation  by  this  Office  under  12  U.S.C.  § 
1867(c).  The  fact  that  the  Partnership  consists  only  of  fed¬ 
erally  insured  depository  institutions  or  their  subsidiaries 
is  also  a  factor  in  reviewing  the  Partnership's  structure, 
its  activities,  and  national  bank  participation  generally.  See 
OCC  Letter  No.  289,  supra. 

III. 

For  the  foregoing  reasons,  the  Office  believes  the  activi¬ 
ties  proposed  for  the  new  Subsidiary,  conducted  as  set 
forth  above,  are  legally  permissible  for  a  national  bank’s 
operating  subsidiary.  This  analysis  is  based  upon  the  facts 
presented  and  the  representations  you  have  made  to  our 
Office;  different  circumstances  may  affect  the  legal  anal¬ 
ysis.  Our  view  of  the  proposed  activities  reflects  current 
law  and  may  be  subject  to  revision  as  future  development 
warrants.  It  is  our  understanding  that  the  operations  of 
the  Bank,  Subsidiary,  and  Partnership  will  be  conducted 
in  accordance  with  all  applicable  laws  and  regulations. 

However,  while  these  activities  are  legally  permissible  for 
national  banks,  it  is  also  the  Office's  obligation,  through 


the  exercise  of  its  supervisory  oversight,  to  ensure  that 
these  activities,  just  as  all  other  activities  of  national  banks, 
are  conducted  in  a  safe  and  sound  manner,  adhering  to 
sound  prudential  banking  principles  and  supervisory 
practices,  including  appropriate  risk  management. 

In  this  regard,  the  Office  at  this  time  will  limit  the  Bank’s 
acquisition  and  operation  of  Subsidiary  as  follows:  First, 
the  aggregate  amount  of  the  Bank’s  investment  in,  and 
loans  or  other  extensions  of  credit  (both  direct  and  in¬ 
direct)  to,  the  Subsidiary  may  not  exceed  an  amount 
equal  to  the  Bank’s  legal  lending  limit  at  the  time  of  the 
investment  or  loan  of  any  funds.  Second,  after  the  initial 
capital  investment  described  in  the  Bank’s  operating  sub¬ 
sidiary  notification  materials,  the  Bank  shall  not  make  any 
additional  investments  of  equity  capital  in  the  Subsidiary 
without  the  prior  written  consent  of  the  Office. 

These  limitations  are  in  addition  to  the  limits  and  condi¬ 
tions  on  the  Bank's  and  the  Subsidiary’s  involvement  with 
the  Partnership  discussed  earlier  in  this  letter.  Moreover, 
the  Office  also  believes  that  the  nature  and  structure  of 
a  partnership,  as  well  as  the  activities  in  which  it  is  en¬ 
gaged,  are  necessary  factors  in  the  legal  and  supervi¬ 
sory  assessment  of  national  bank  involvement. 

Accordingly,  changes  in  the  Bank’s  role  in  management 
and  control  of  the  Partnership,  in  the  Bank’s  partnership 
interest,  and  in  the  identity  of  other  partners  and  any  other 
material  changes  in  the  provisions  of  the  Partnership 
Agreement,  as  well  as  any  change  or  expansion  in  the 
activities  performed  in  the  Partnership,  are  considered 
new  activities  of  the  operating  subsidiary  for  purposes 
of  the  notification  requirment  of  12  C.F.R.  §  5.34(d)(1). 

Conclusion 

We  believe  the  activities  proposed  for  the  Subsidiary  are 
permissible  for  national  banks  and  their  operating  sub¬ 
sidiaries.  Accordingly,  the  Office  hereby  notifies  the  Bank 
pursuant  to  12  C.F.R.  §  5.34  that  it  may  proceed  with  its 
proposal,  subject  to  the  representations,  understandings, 
limitations,  and  conditions  set  forth  in  the  foregoing  dis¬ 
cussion. 

J.  Michael  Shepherd 

Senior  Deputy  Comptroller 

for  Corporate  and  Economic  Programs 


383  —  January  29,  1987 

This  is  in  response  to  your  letter  of  January  21.  1987,  in 
which  you  request  the  views  of  this  Office  with  respect 
to  the  meaning  of  Section  20  of  the  Glass-Steagall  Act, 
12  U.S.C.  §  377.  In  particular,  you  inquire  whether  a  1979 
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letter  from  an  acting  regional  counsel  interpreting  Sec¬ 
tion  20  represents  the  Office’s  position.  Specifically,  the 
1979  letter  stated  that  even  securities  activities  which  are 
allowed  for  national  banks  under  Section  16  of  the  Glass- 
Steagall  Act  were  within  the  category  of  the  securities 
business  subject  to  restrictions  under  Section  20.  In  our 
opinion,  that  interpretation  was  legally  incorrect.  Securi¬ 
ties  activities  which  are  allowed  for  national  banks  under 
Section  16  are  similarly  allowed  for  affiliates  of  national 
banks  and  are  not  included  among  the  business  covered 
by  Section  20. 


I. 

The  Glass-Steagall  Act,  the  common  term  for  five  sec¬ 
tions  of  the  Banking  Act  of  1933,  separated  certain 
aspects  of  commercial  banking  (/.e.,  deposit-taking)  from 
certain  aspects  of  the  securities  business.  The  five  sec¬ 
tions  apply  to  different  aspects  of  the  relationship,  and 
they  interact  in  various  ways. 

Section  16  of  the  Act  most  immediately  governs  the  secu¬ 
rities  activities  of  national  banks  themselves.  It  limited 
some  of  the  securities  activities  of  national  banks,  espe¬ 
cially  certain  dealing  and  underwriting  activity,  and  then 
made  express  provision  for  some  such  activity  otherwise 
within  those  limitations.  12  U.S.C.  §  24(Seventh).  Section 
5(c)  of  the  Act  refers  to  Section  16  and  incorporates  the 
same  limitations  and  express  provisions  to  apply  to  state- 
chartered  banks  which  are  members  of  the  Federal 
Reserve  System.  12  U.S.C.  §  335. 

Section  20  of  the  Act  prohibits  a  member  bank  (includ¬ 
ing  both  national  banks  and  state  member  banks)  from 
being  affiliated  in  certain  ways  with  any  firm  “engaged 
principally  in  the  issue,  flotation,  underwriting,  public  sale, 
or  distribution  at  wholesale  or  retail  or  through  syndicate 
participation  of  stocks,  bonds,  debentures,  notes,  or  other 
securities.”  12  U.S.C.  §  377.  Similarly,  Section  32  prohibits 
persons  associated  with  firm  “primarily  engaged  in  the 
issue,  flotation,  underwriting,  public  sale,  or  distribution, 
at  wholesale  or  retail,  or  through  syndicate  participation, 
of  stocks,  bonds,  or  other  similar  securities”  from  also 
serving  as  an  officer,  director,  or  employee  of  a  member 
bank.  12  U.S.C  §  78. 

Section  21  of  the  Act  makes  it  unlawful  for  persons  or  firms 
engaged  in  the  business  of  issuing,  underwriting,  sell¬ 
ing,  or  distributing,  at  wholesale  or  retail,  or  through  syn¬ 
dicate  participation,  stocks,  bonds,  debentures,  notes,  or 
other  securities,  to  engage  ...  in  the  business  of  receiv¬ 
ing  deposits  '  12  U  S  C.  §  378(a)(1).  Section  21  also  con¬ 
tains  two  provisos  concerning  securities  activities  of  desig¬ 
nated  banking  institutions. 

The  1979  letter  of  the  acting  OCC  regional  counsel  in¬ 


volved  an  affiliation  between  a  national  bank  and  an  in¬ 
vestment  banking  firm.  Individuals  who  owned  95%  of 
the  investment  company  also  owned  56%  of  the  shares 
of  the  holding  company  of  the  national  bank.  The  invest¬ 
ment  company  engaged  in  various  securities  underwrit¬ 
ing  activities.  Between  38%  and  48%  of  the  securities  un¬ 
derwritten  by  the  investment  company  could  not  have 
been  underwritten  by  a  national  bank.  The  company  also 
engaged  in  municipal  lease  brokerage  activity  which  was 
also  treated  as  not  permissible  for  a  national  bank.  Fi¬ 
nally,  the  national  bank  apparently  transacted  a  substan¬ 
tial  part  of  its  permissible  securities  underwriting  activity 
with  or  through  the  affiliated  investment  company.  OCC 
Staff  Interpretive  Letter  No.  110  (June  25,  1979),  reprint¬ 
ed  in  Fed.  Banking  L.  Rep.  (CCH)  ^  85,185. 

In  these  circumstances,  the  letter  concluded  the  affilia¬ 
tion  was  improper  and  in  violation  of  Section  20  of  the 
Glass-Steagall  Act.  Counsel  for  the  bank  had  argued  that 
the  scope  of  activities  covered  by  Section  20  did  not 
include  underwriting  those  securities  which  are  permit¬ 
ted  to  national  banks  and  that,  since  less  than  50%  of 
the  investment  company’s  underwriting  involved  securi¬ 
ties  which  were  not  eligible  for  national  banks  to  under¬ 
write,  the  company  was  not  engaged  principally  in  pro¬ 
hibited  securities  underwriting.  The  letter  rejected  this 
argument.  In  reaching  its  result,  the  letter  took  the  posi¬ 
tion  that  the  business  covered  under  Section  20,  in  which 
business  a  national  bank  affiliate  may  not  be  principally 
engaged,  included  the  underwriting  of  all  types  of  secu¬ 
rities,  even  those  permissible  for  banks.  The  letter  recog¬ 
nized  the  administrative  practice  of  the  Federal  Reserve 
Board  which  implied  the  contrary  interpretation  and 
attempted  to  distinguish  those  decisions.  The  letter  then 
went  on  to  note  that,  even  without  regard  to  Section  20, 
the  affiliation  in  the  specific  circumstances  of  the  case 
was  subject  to  serious  questions  for  various  policy,  su¬ 
pervisory,  and  prudential  reasons. 


II. 

The  position  taken  in  the  1979  letter  with  regard  to  the 
construction  of  Section  20  was  incorrect,  and  it  does  not 
represent  the  Office’s  position.  There  is  a  surface  plausi¬ 
bility  to  the  view  in  the  1979  letter,  based  upon  a  literal 
reading  of  Section  20  in  isolation,  since  the  section  con¬ 
tains  broad  terms  without  qualifications.  But  that  isolat¬ 
ed  literal  reading  does  not  comport  with  the  logical  co¬ 
herence  and  purpose  of  the  overall  statutory  scheme  of 
the  five  Glass-Steagall  sections  taken  as  a  whole.  It  also 
would  lead  to  anomalous  results  in  practice.  The  better 
interpretation  is  that  securities  activities  which  are  allowed 
for  national  banks  under  Section  16  and  state  member 
banks  under  Section  5(c)  are  not  within  the  class  of  secu¬ 
rities  business  covered  in  Section  20. 
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In  general,  one  part  of  a  statute  cannot  be  read  in  isola¬ 
tion  from  other  parts  of  the  same  or  related  statutes.  Here, 
Section  20  cannot  be  read  in  isolation  from  the  other 
interconnected  sections  of  the  Glass-Steagall  Act,  par¬ 
ticularly  Section  16.  The  five  sections  of  the  Glass-Steagall 
Act  were  enacted  together  and  share  a  common  purpose 
of  separating  certain  aspects  of  the  commercial  banking 
and  securities  businesses.  Thus,  it  is  necessary  to  con¬ 
strue  them  together.  Common  sense  indicates  that  what 
banks  are  allowed  to  engage  in  directly  under  the  Act, 
they  may  also  engage  in  through  their  affiliates. 

The  contrary  interpretation  leads  to  implausible  results. 
If  securities  activities  which  are  permissible  for  the  bank 
itself  are  included  within  the  class  of  securities  business 
covered  in  Section  20  to  which  the  principally  engaged 
measure  is  applied  ("Section  20  business"),  then  a  mem¬ 
ber  bank  could  not  be  affiliated  even  with  a  company 
which  predominantly  or  exclusively  engages  in  activities 
which  the  bank  itself  could  do.  Indeed,  one  member  bank 
could  not  even  be  affiliated  with  another  member  bank, 
if  one  of  the  member  banks  happened  to  have  a  very 
substantial  portion  of  its  business  in  permissible  govern¬ 
ment  securities  underwriting.  Similarly,  such  an  interpre¬ 
tation  of  the  statute  would  lead  to  the  result  that  member 
banks  could  not  restructure  their  own  government  and 
municipal  securities  business  to  take  it  out  of  the  bank 
and  into  an  affiliate. 

The  regulations  and  administrative  interpretations  of  the 
Federal  Reserve  Board  exemplify  an  understanding  that 
activities  which  are  allowed  under  Section  16  are  not  with¬ 
in  the  class  of  Section  20  business,  so  that  performance 
of  Section  16  activities  does  not  affect  the  permissibility 
of  affiliation.  The  Board  has  permitted  affiliations  between 
member  banks  and  non-bank  subsidiaries  of  the  hold¬ 
ing  company  which  engage  in  the  types  of  securities  un¬ 
derwriting  permitted  to  the  bank  under  Section  16.  See 
12  C.F.R.  §  225.25(b)(16);  68  Fed.  Res.  Bull.  249  (1982) 
(Citicorp);  65  Fed.  Res.  Bull.  363  (1979)  (United  Oklaho¬ 
ma  Bankshares,  Inc.);  64  Fed.  Res.  Bull.  222  (1978) 
(United  Bancorp);  64  Fed.  Res.  Bull.  223  (1978)  (Stepp 
Inc.). 

Although  these  actions  involved  affiliates  which  engaged 
solely  in  bank-permissible  underwriting,  the  decisions 
necessarily  determined  that  bank-permissible  activities 
were  not  within  the  scope  of  covered  Section  20  busi¬ 
ness.  That  determination  applies  whether  the  bank- 
permissible  activities  are  all  that  an  affiliate  engages  in 
or  only  a  part.  The  activities  themselves  are  the  same  in 
either  event.  These  cases,  by  being  limited  to  perfor¬ 
mance  only  of  bank-permissible  activities,  allowed  the 
cases  to  be  decided  without  having  to  determine  what 
"engaged  principally"  in  covered  business  means  be¬ 
cause  the  affiliates  would  not  engage  at  all  in  covered 
business. 


The  Board  also  has  interpreted  the  analogous  provisions 
in  Section  32  in  a  similar  way.  See  12  C.F.R  §  218  2;  Board 
Ruling  of  April  23,  1968,  summarized  in  1  Fed.  Res.  Reg 
Service  Item  No.  3-928;  Staff  Opinion  of  June  2,  1975, 
summarized  in  1  Fed.  Res.  Reg.  Service  Item  No  3-936 

Moreover,  judicial  authority  construing  Section  20  is  con¬ 
sistent  with  this  interpretation.  Although  the  reasoning  is 
not  expressly  based  upon  applying  a  Section  16  analy¬ 
sis  to  determine  what  is  covered  within  the  scope  of  Sec¬ 
tion  20  business,  Section  20  was  interpreted  in  result  so 
that  it  did  not  include  what  is  permissible  under  Section 
16.  See  Securities  Industry  Association  v.  Board  of  Gover¬ 
nors  of  the  Federal  Reserve  System,  468  U.S.  207  (1984) 
(Schwab)  (holding  that  "public  sale"  in  Section  20  does 
not  include  sales  as  broker,  which  sales  are  provided  for 
in  Section  16). 

In  summary  then,  the  class  of  securities  business 
proscribed  for  affiliates  under  Section  20  does  not  include 
those  securities  activities  which  are  allowed  to  national 
banks  themselves  under  Section  16  (and  thus  allowed 
also  for  state  member  banks  under  Section  5).  And,  of 
course,  even  the  proscribed  class  is  not  entirely  prohibit¬ 
ed  for  a  member  bank’s  affiliate.  A  member  bank’s  affili¬ 
ation  with  a  company  is  prohibited  only  if  the  company 
is  engaged  principally  in  the  proscribed  Section  20 
business. 

III. 

You  have  also  inquired  about  the  views  of  the  Office  with 
respect  to  the  meaning  of  Section  20  more  generally.  An 
understanding  of  the  statutory  meaning  of  Section  20  in¬ 
volves  at  least  three  separate  questions  of  interpretation. 
First,  what  activities  are  allowed  to  national  banks  under 
Section  16?  As  we  have  seen  above,  these  activities  are 
also  allowed  to  affiliates  and  are  not  within  the  covered 
class  of  Section  20  business.  Second,  what  activities  are 
or  are  not  otherwise  within  the  scope  of  Section  20, 
without  regard  to  Section  16?  Third,  what  level  of  activity 
in  covered  Section  20  business  constitutes  being  "en¬ 
gaged  principally"  in  it,  so  that  the  prohibition  on  affilia¬ 
tion  is  triggered? 

The  first  question  —  determining  what  is  allowed  to  na¬ 
tional  banks  under  Section  16  —  is  a  matter  which  regu¬ 
larly  comes  before  this  Office  in  its  role  as  primary  regu¬ 
lator  of  national  banks  and  administrator  of  the  National 
Bank  Act,  of  which  Section  16  is  a  part  The  application 
of  Section  16  to  determine  what  it  prohibits  or  does  not 
prohibit  in  specific  cases  is  sometimes  clear  but  often  re¬ 
quires  interpretation. 

In  some  instances,  the  statutory  meaning  is  clear  For  ex¬ 
ample,  underwriting  corporate  stock  and  bonds  in  the 
traditional  manner  of  investment  banking  houses  is  pro- 
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hibited  In  other  instances,  there  have  been  judicial  de¬ 
terminations  on  particular  proposals.  See,  e.g.,  Investment 
Company  Institute  v.  Camp,  401  U  S.  617  (1971)  (collec¬ 
tive  investment  fund  program  found  closely  analogous 
to  traditional  underwriting  of  mutual  fund  shares  and  so 
barred  by  plain  meaning  of  statute);  Securities  Industry 
Association  v.  Board  of  Governors  of  the  Federal  Reserve 
System ,  No.  86-5089  etal.  (DC  Cir.  December  23,  1986) 
(, Bankers  Trust )  (agency  sales  of  commercial  paper  not 
prohibited  “underwriting "). 

However,  in  other  instances,  the  application  of  Section  16 
may  be  complex.  In  recent  years,  for  example,  it  has  be¬ 
come  necessary  to  consider  whether  and  how  the  vari¬ 
ous  terms  of  Section  16  might  apply  to  a  variety  of  newly 
developing  instruments,  including  mortgage-backed  ob¬ 
ligations  and  other  asset-backed  securities  or  instruments 
representing  interests  in  pools  of  other  securities.  The 
Office  has  had  occasion  to  address  some  activities  by 
national  banks  with  respect  to  such  instruments,  but  other 
activities  may  arise  in  the  future.  See,  e.g. ,  OCC  Banking 
Circular  220  (November  21,  1986);  Letter  to  the  Honora¬ 
ble  Senator  Alfonse  D’Amato  from  Comptroller  of  the  Cur¬ 
rency  Robert  L.  Clarke  (June  18,  1986);  OCC  Interpre¬ 
tive  Letter  No.  362  (May  22,  1986),  reprinted  in  Fed. 
Banking  L.  Rep.  (CCH)  f  85,532  (Liberty  Norstar  Bank 
proposal). 

In  the  context  of  your  general  request  for  views,  it  would 
be  inappropriate  for  the  Office  to  express  conclusions  as 
to  these  and  other  similar  issues.  We  make  such  deter¬ 
minations  in  the  context  of  specific  proposals  as  they  are 
presented  to  the  Office.  Moreover,  in  general  it  is  impos¬ 
sible  to  give  a  precise  fixed  meaning  to  Section  16  at  any 
given  point  in  time.  It  is  open-ended:  As  new  financial  in¬ 
struments  and  investments,  new  financing  vehicles  and 
processes  are  developed,  the  Office  is  required  to 
determine  how  the  terms  of  Section  16  would  apply. 

The  second  and  third  questions  are  matters  which  this 
Office  does  not  have  occasion  to  deal  with  as  regularly. 
Sometimes,  a  proposal  from  a  bank  may  involve  the  ap¬ 
plication  of  Section  20  in  ways  distinct  from  Section  16. 
In  those  instances,  we  advise  the  bank  on  how  the  Office 
would  apply  Section  20,  but  our  interpretation  is  not 
necessarily  definitive  since  this  Office  is  not  the  primary 
administrator  for  Section  20,  which  is  a  part  of  the  Fed¬ 
eral  Reserve  Act.  With  this  caveat  in  mind,  we  will  offer 
some  considerations  with  respect  to  the  second  and  third 
questions. 

The  meaning  of  what  is  covered  by  Section  20,  apart  from 
the  interaction  with  what  is  allowed  in  Section  16,  is  de- 
‘ermmed  primarily  by  the  statutory  language  of  Section 
20  It  s  instructive  to  note  that  the  language  of  Section 
20  does  not  parallel  Section  16  Some  activities  which 
are  covered  and  prohibited  in  Section  16  do  not  seem 


to  appear  in  Section  20  at  all.  For  example,  Section  16 
restricts  the  power  of  national  banks  to  purchase  securi¬ 
ties  for  their  own  investment,  but  Section  20  contains  no 
parallel  language  concerning  purchase.  Similarly,  Sec¬ 
tion  16  expressly  covers  secondary  market  trading  ac¬ 
tivity  in  its  use  of  the  terms  “dealing”  and  the  combina¬ 
tion  of  “purchasing  and  selling."  But  in  Section  20,  all 
the  terms  appear  to  connote  various  activities  in  the 
primary  market  of  initially  offering  an  issue  of  securities 
and  selling  it  to  the  public. 

Thus,  the  range  of  covered  proscribed  activities  in  Sec¬ 
tion  20  appears  narrower  than  the  limits  in  Section  16. 
The  activities  allowed  under  Section  16  are  also  allowed 
under  Section  20,  but  in  addition,  not  everything  prohibit¬ 
ed  under  Section  16  is  included  among  the  securities 
business  covered  by  Section  20.  Thus,  even  apart  from 
consideration  of  the  “engaged  principally"  factor,  affili¬ 
ates  may  engage  in  some  securities-related  activities 
which  are  prohibted  to  the  bank. 

The  third  question  has  been  the  focus  of  attention  in 
several  recent  developments.  Section  20  bars  affiliation 
not  with  any  firm  engaged  at  all  in  covered  Section  20 
business,  but  only  with  firms  “engaged  principally"  in 
Section  20  business.  The  meaning  of  “engaged  principal¬ 
ly,"  what  manner  and  level  of  involvement  in  covered  Sec¬ 
tion  20  business  is  enough  to  cross  that  boundary,  has 
not  yet  been  established. 

An  earlier  case  construing  the  parallel  phrase  “primarily 
engaged"  in  underwriting  in  Section  32  may  shed  some 
light.  See  Board  of  Governors  of  the  Federal  Reserve  Sys¬ 
tem  v.  Agnew ,  329  U.S.  441  (1947).  In  Agnew ,  the  Court 
upheld  the  Board’s  removal  of  certain  directors  of  a  bank 
on  the  grounds  that  they  were  also  employees  of  an  in¬ 
vestment  banking  partnership  which  was  primarily  en¬ 
gaged  in  covered  Section  32  underwriting.  The  firm’s  un¬ 
derwriting  business  supplied  between  26%  to  39%  of  its 
income  and  comprised  15%  of  its  business  volume.  The 
Court  agreed  with  the  Board’s  analysis  that  "primarily" 
need  not  mean  “chief"  in  the  sense  of  over  50%,  but 
meant  only  "substantially"  engaged  in.  The  Court  ap¬ 
proved  the  Board’s  decision  that  this  firm  was  primarily 
engaged  in  underwriting  without  further  elaboration  of 
what  factors  under  50%  were  determinative.  See  329  U.S. 
at  446-47. 

In  essence,  the  Court  was  agreeing  with  and  deferring 
to  the  Board’s  administrative  interpretation  of  the  statute, 
holding  only  that  50  +  %  quantitative  test  was  not  man¬ 
dated  by  the  statute  for  “primarily."  This  leaves  it  open, 
we  believe,  for  the  Board  to  appropriately  develop  an  ad¬ 
ministrative  standard  for  substantiality,  even  including  a 
50  +  %  one,  for  “primarily  engaged"  in  Section  32. 
Moreover,  the  Court  in  contrasting  the  substantiality  test 
for  “primarily"  with  a  50  +  %  standard,  repeatedly  con- 
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trasts  "primarily"  with  "principally”  and  "substantially” 
with  "principally”.  See  329  U.S.  at  448-49.  This  may  imply 
that  for  “principally”  in  Section  20,  at  50  +  %  quantita¬ 
tive  requirement  is  the  one  contemplated  by  the  statute. 

Finally,  the  action  of  other  regulatory  bodies  in  interpret¬ 
ing  similar  laws  is  relevant.  New  York  State  has  a  law  simi¬ 
lar  to  the  Glass-Steagall  Act  and  applicable  to  state- 
chartered  banks.  Recently,  the  New  York  State  Superin¬ 
tendent  of  Banks  issued  a  letter  ruling  interpreting  the 
state  provision  paralleling  Section  20,  N.Y.  Banking  Law 
§  103(9)(McKinney).  See  Letter  of  December  23,  1986. 

According  to  the  Superintendent,  the  term  "engaged 
principally”  in  the  state  statute  could  reasonably  be  con¬ 
strued  as  meaning  the  majority  of,  or  more  than  half  of, 
a  firm’s  business  activities.  However,  since  the  reques¬ 
tors  had  asked  only  for  concurrence  that  having  25%  of 
activity  in  covered  business  was  permissible,  it  was  not 
necessary  to  determine  the  maximum  limits  of  the  term 
engaged  principally.  The  letter  concluded  that  even  a 
conservative  reading  of  the  term  permits  the  conclusion 
that  25%  of  a  firm’s  business  does  not  constitute  being 
engaged  principally.  The  letter  also  measured  business 
activity  by  average  assets  acquired  for  underwriting 
where  the  comparison  was  between  underwriting  of  im¬ 
permissible,  i.e.  covered,  securities  (not  to  exceed  25%) 
and  all  underwriting,  i.e.  including  permissible  securities. 
Other  measures  may  be  needed  where  other  types  of 
activities  are  also  performed. 

In  general,  we  believe  the  approach  taken  by  New  York 
is  clearly  supportable  and  indeed  conservative.  While  the 
statutes  may  permit  a  substantially  higher  level  of  covered 
business  under  the  primarily  engaged  or  principally  en¬ 
gaged  standards,  as  outlined  above,  we  believe  estab¬ 
lishing  a  25%  figure  would  be  an  appropriate  initial  step 
and  safe  harbor.  A  higher  initial  level  may  also  be  proper. 
Bank  supervision  traditionally  has  included  administra¬ 
tive  and  supervisory  guidance  and  limitations  on  bank¬ 
ing  organizations,  permitting  them  to  exercise  only  part 
of  the  full  potential  power  authorized  by  statute.  With  fur¬ 
ther  development  and  experience,  it  may  at  some  point 
become  needful  to  consider  the  maximum  levels  permit¬ 
ted  by  the  Act. 


IV. 

In  conclusion,  in  our  opinion  securities  activities  allowed 
for  national  banks  under  Section  16  are  not  within  the 
scope  of  the  securities  business  covered  by  Section  20. 
The  opinion  to  the  contrary  in  the  1979  letter  does  not 
represent  the  Office’s  position.  The  scope  of  covered  Sec¬ 
tion  20  business  involves  determining  what  is  permissi¬ 
ble  under  Section  16  and  also  determining  what  Section 
20  itself  covers.  Section  16  is  clear  with  regard  to  some 


securities  activities  but  not  with  regard  to  others,  espe¬ 
cially  to  new  developments.  This  Office  has  responsibili¬ 
ty  for  the  application  of  Section  16  and  makes  determi¬ 
nations  as  specific  matters  arise  Past  interpretations  on 
Section  16  matters  are  already  available  to  you.  We  can¬ 
not  here  give  you  a  definitive  list  of  what  Section  16  will 
prohibit  or  allow  in  the  future.  The  meaning  of  Section 
20,  both  with  respect  to  the  scope  of  covered  business 
and  the  meaning  of  the  term  "engaged  principally,”  has 
yet  to  be  determined.  But  we  believe  the  Glass-Steagall 
Act  permits  considerable  involvement  by  affiliated  com¬ 
panies  in  the  underwriting  activities  covered  by  Section 
20. 

Richard  V.  Fitzgerald 
Chief  Counsel 

★  *  * 

384  —  May  19,  1987 

John  P  Emert,  Associate  Counsel 
Marine  Midland  Bank,  N.A. 

120  Broadway 

New  York,  New  York  10015 

Dear  Mr.  Emert: 

This  is  to  inform  you  that,  pursuant  to  12  C.F.R.  §  5.34, 
this  Office  has  completed  its  review  of  the  Marine  Mid¬ 
land  Bank,  N.A.  (Bank)  proposal  to  establish  an  operat¬ 
ing  subsidiary  to  be  known  as  Marine  Options,  Inc.  (MOI) 
The  time  for  review  was  extended  in  accordance  with  12 
C.F.R.  §  5.34(d)(1)(ii)  by  letter  of  April  19,  1985.  Based  on 
your  representations,  as  summarized  below,  in  correspon¬ 
dence  and  conversations  with  this  Office,  you  are  here¬ 
by  notified  that  the  Bank  may  establish  MOI  to  buy  and 
sell  options  on  foreign  currency  and  Eurodollar  time 
deposits  for  the  account  of  the  Bank  and  to  act  as  a  mar¬ 
ket  maker  for  such  options  on  the  Philadelphia  Stock  Ex¬ 
change  (Exchange)  and  the  Philadelphia  Board  of  Trade 
(PBOT). 

In  order  to  conduct  its  market  maker  and  broker  activi¬ 
ties,  MOI  will  register  as  a  broker/dealer  pursuant  to  Sec¬ 
tion  15  of  the  Securities  Exchange  Act  of  1934  MOI  will 
also  become  a  Foreign  Currency  Options  Participant  Or¬ 
ganization  under  the  rules  of  the  Exchange  and  a  mem¬ 
ber  under  the  rules  of  the  PBOT.  MOI  will  not  have  an 
equity  interest  in  or  a  right  to  vote  on  the  Exchange.  Its 
membership  on  the  PBOT  will  be  evidenced  by  nonvot¬ 
ing  preferred  stock. 

The  Bank  has  stated  that  it  is  engaged  in  substantial  trad¬ 
ing  activities  in  foreign  currency  and  Eurodollar  time 
deposits.  Furthermore,  it  is  active  in  the  spot  and  forward 
markets  for  the  major  European  and  Asian  currencies, 
and  is  a  major  participant  in  the  over-the-counter  (OTC) 
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foreign  currency  options  market  In  order  to  hedge  its  OTC 
options  activity,  the  Bank  uses  offsetting  exchange-traded 
options.  MOI's  trading  activities  will  be  subject  to  the 
same  credit  and  other  trading  limitations  imposed  by  the 
Bank  in  connection  with  the  Bank  s  own  trading  activi¬ 
ties  Additionally,  MOI  will  observe  the  guidelines  speci¬ 
fied  in  Interpretive  Letter  No.  260.  See  Letter  from  Brian 
W  Smith,  Chief  Counsel  (June  27,  1983),  Letter  No.  260 
[1983-1984  Transfer  Binder]  Fed.  Banking  L.  Rep.  (CCH) 
1  85,424. 

The  options  trading  will  be  conducted  on  the  floor  of  the 
Exchange  and  the  PBOT;  however,  MOI  will  not  have  an 
office  in  Philadelphia.  All  the  recordkeeping  and  account¬ 
ing  functions  for  MOI  will  be  handled  by  the  Bank  at  its 
New  York  office.  MOI  will  not  receive  or  pay  money  in 
Philadelphia. 

In  light  of  the  Bank’s  expressly  authorized  activities  in  buy¬ 
ing  and  selling  foreign  currency  and  Eurodollar  time 
deposits,  the  Office  finds  that  the  proposed  activities  in 
options  relating  to  such  items  are  incidental  to  banking 
pursuant  to  12  U.S.C.  §  24(Seventh).  Since  a  national  bank 
may  engage  in  activities  which  are  a  part  of  or  incidental 
to  the  business  of  banking  through  an  operating  subsidi¬ 
ary,  MOI  may  buy  and  sell  options  on  foreign  currency 
and  Eurodollar  time  deposits  for  the  account  of  the  Bank 
and  as  a  market  maker  on  the  Exchange  and  the  PBOT. 

While  this  Office  has  determined  that  the  activities  pro¬ 
posed  for  MOI  are  legally  permissible,  it  is  also  an  obli¬ 
gation  of  this  Office  to  ensure  that  the  investment  or  lend¬ 
ing  activities  of  national  banks  are  conducted  in  a  manner 
consistent  with  prudent  banking  practice.  We  therefore 
find  it  appropriate  to  incorporate  the  following  exposure 
limitations  as  conditions  to  our  approval  of  the  establish¬ 
ment  of  MOI: 

•  The  Bank’s  investment  in,  and  loans  to,  MOI  may 
not  exceed  in  the  aggregate  an  amount  equal 
to  the  Bank's  legal  lending  limit  at  the  time  of  the 
investment  or  loan  of  any  funds.  The  Bank  shall 
not  make  any  additional  investments  of  equity 
capital  in  MOI  without  the  prior  written  consent 
of  the  Office. 

•  The  Bank  shall  seek  and  obtain  written  assur¬ 
ances  from  each  securities  and  commodities  ex¬ 
change,  each  clearing  corporation  appointed  by 
the  exchanges  to  clear  transactions  in  the  options 
traded  by  MOI,  and  each  clearing  member  that 
will  clear  MOI's  options  trades,  that  the  exposure 
of  MOI  to  that  exchange,  clearing  corporation,  or 
clearing  member  will  be  limited  to  the  amount  of 
the  capital  of  MOI,  and  that  no  claims  will  be 
made  on  the  Bank  or  its  affiliates  for  any  liabilities. 


Judith  A.  Walter 

Senior  Deputy  Comptroller  for  Administration 


Investment  Securities  Letters 

13  —  January  21,  1987 

You  have  requested  a  clarification  from  this  office  con¬ 
cerning  due  bill  disclosure  requirements  arising  from  your 
bank’s  role  as  a  clearing  agent  when  a  fail  to  deliver  is 
encountered  by  a  clearing  customer.  ***  Bank,  is  neither 
the  seller  or  purchaser  of  the  securities  subject  to  the 
clearing  arrangement.  At  times,  Bank  does  serve  as  cus¬ 
todian  or  safekeeping  agent  for  the  securities. 

As  described  in  Banking  Circular  182,  issuance  of  due 
bills  to  customers  purchasing  securities,  a  due  bill  is  an 
obligation  that  results  when  a  bank  sells  any  asset  (in¬ 
cluding  a  security)  and  receives  payment  but  does  not 
deliver  the  security  or  other  asset  to  the  customer  on  set¬ 
tlement  date.  In  situations  where  Bank  serves  only  as 
clearing  agent  for  a  customer  and  has  not  sold  the  cus¬ 
tomer  a  security,  even  though  the  customer  may  encoun¬ 
ter  a  fail  from  another  party  Bank  has  not  created  a  due 
bill.  If  Bank  sells  a  customer  a  security,  accepts  payment 
from  the  customer,  in  turn  performs  clearing  services  for 
the  customer,  however,  on  settlement  date  Bank  fails  to 
deliver  the  purchased  security,  a  due  bill  is  created. 

I  trust  this  is  responsive  to  your  request. 

Owen  Carney,  Director 
Investment  Securities  Division 

*  ★  ★ 

14  —  February  4,  1987 

This  is  in  response  to  your  letter  dated  November  28, 
1986  in  which  you  asked  us  to  review  your  bank’s  ac¬ 
counting  policy  for  recording  purchases  of  GNMA  secu¬ 
rities. 

The  bank’s  policy  states  that  GNMA  securities  purchased 
in  a  secondary  market  with  30  days  or  less  between  trade 
and  settlement  are  booked  at  cost  However,  if  the  settle¬ 
ment  period  exceeds  30  days,  the  transaction  is  deemed 
a  forward  contract,  and  the  security  is  booked  at  the  lower 
of  cost  or  market.  In  addition,  your  policy  states  that  cur¬ 
rent  production  GNMA  "TBA"  or  ‘  When  Issued"  secu¬ 
rities  purchased  within  two  months  of  settlement  are  ac¬ 
counted  for  at  cost,  and  those  with  settlement  dates  in 
excess  of  two  months  from  trade  date  are  accounted  for 
at  the  lower  of  cost  or  market. 
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Please  be  advised,  for  purpose  of  the  accounting  guide¬ 
lines  contained  in  Banking  Circular  No.  79  (BC-79),  we 
make  no  distinction  between  secondary  market  and  cur¬ 
rent  production  purchases  of  GNMA  securities.  However, 
as  a  practical  matter,  30  days  referred  to  in  BC-79  should 
be  viewed  as  the  current  month,  i.e.  the  next  delivery  date 
available  to  the  bank.  Your  accounting  for  GNMA  securi¬ 
ties  purchased  in  the  secondary  market  is  consistent  with 
our  policies.  To  the  extent  that  the  time  between  trade  and 
settlement  dates  on  current  production  purchases  ex¬ 
ceeds  30  days  because  the  next  settlement  date  availa¬ 
ble  to  the  bank  exceeds  30  days,  your  accounting  policy 
is  consistent  with  BC— 79's  requirements.  We  are  reluc¬ 
tant  to  view  a  60  day  settlement  period  as  acceptable 
in  all  cases. 

If  you  have  any  questions,  please  call  me  at  (202) 
447-1901. 

John  Kerr 

National  Bank  Examiner 
Investment  Securities  Division 

ft  it  ft 

15  —  February  11,  1987 

This  is  in  response  to  your  letter  dated  January  23,  1987 
to  ***  and  our  subsequent  telephone  conversation.  You 
requested  a  ruling  as  to  the  legality  of  your  bank’s  invest¬ 
ment  in  ***  U.S.  Government  Securities  Fund. 

Due  to  staffing  and  resource  constraints  we  are  unable 
to  write  individual  eligibility  letters  for  mutual  funds.  It  is 
the  responsibility  of  the  Board  of  Directors  and  manage¬ 
ment  of  a  national  bank  to  make  securities  purchase  de¬ 
cisions  based  on  their  knowledge  of  existing  regulations 
and  of  the  funds.  We  recommend  that  qualified  counsel 
be  consulted  to  aid  in  the  determination  of  the  eligibility 
of  particular  issues. 

You  asked  if  the  “other  mortgage  related  securities" 
described  on  page  4  of  the  fund  prospectus  would  dis¬ 
allow  the  eligibility  of  the  fund  for  bank  purchase.  You  will 
need  a  more  detailed  description  of  these  instruments 
to  make  your  final  determination;  however,  national  banks 
are  generally  allowed  to  purchase  mortgage  related  secu¬ 
rities  and  could,  therefore,  invest  in  mutual  funds  which 
own  eligible  mortgage  related  securities. 

Statements  in  the  fund  prospectus  on  page  3  say  “The 
fund  may  also  invest  up  to  35%  of  its  total  assets  ...  short¬ 
term  debt  securities  of  private  issuers  (including  certifi¬ 
cates  of  deposit,  bankers’  acceptances,  and  commercial 
paper  ...).’’  You  asked  if  those  instruments  would  affect 
the  fund’s  eligibility  for  bank  purchase  Bankers’  accep¬ 
tances  and  commercial  paper  are  obligations  subject  to 


the  holding  limits  of  12  U.S.C  24  and  12  U  S.C.  84  Ac¬ 
cordingly,  the  bank  may  invest  up  to  10%  of  capital  and 
surplus  in  funds  which  own  bankers’  acceptances  and 
commercial  paper. 

Finally,  your  letter  noted  that  the  bank  is  exempted  from 
paying  a  sales  fee  for  purchases  in  excess  of  $1 ,000,000, 
and  is  not  subject  to  the  1%  deferred  sales  fee  if  the 
shares  are  held  for  one  year.  Generally  Accepted  Ac¬ 
counting  Principles  require  that  the  contingent  1%  sales 
fee  be  charged  against  equity  capital  until  the  shares  have 
been  held  for  one  year.  After  the  one  year  holding  peri¬ 
od  expires,  the  1%  fee  can  be  recovered. 

I  trust  this  has  been  responsive  to  your  inquiry.  Please 
call  me  if  you  have  further  questions  at  (202)  447-1901. 

Gayla  Hugghins 
National  Bank  Examiner 
Investment  Securities  Division 

★  ★  ★ 

16  —  February  18,  1987 

This  is  in  response  to  your  letters  dated  January  12,  1987, 
January  14,  1987,  and  January  30,  1987,  and  our  subse¬ 
quent  telephone  conversations.  You  requested  a  finding 
that  shares  of  an  investment  company  are  not  disquali¬ 
fied  as  permissible  investments  for  national  banks  under 
Banking  Circular  220  (BC-220),  if  such  funds  are  or¬ 
ganized  as  Massachusetts  business  trusts  rather  than  as 
corporations.  You  also  requested  clarifications  of  the  defi¬ 
nition  of  “investment  company"  as  used  in  BC-220,  the 
aggregate  five  percent  investment  limitation  imposed 
under  12  C.F.R.  1,  and  the  OCC  policy  on  when-issued 
securities. 

Banking  Circular  220  subjects  national  bank  purchase 
of  mutual  funds  to  a  number  of  conditions.  One  condi¬ 
tion  requires  that  shareholders  of  a  fund  be  shielded  from 
personal  liability  for  acts  and  obligations  of  the  fund. 

We  have  been  provided  outside  legal  opinions  which  dis¬ 
cuss  the  following  points  regarding  Massachusetts  busi¬ 
ness  trusts.  A  Massachusetts  business  trust  is  a  business 
vehicle  that,  rather  than  being  organized  and  formed  by 
Articles  of  Organization  under  applicable  state  corpora¬ 
tion  statute,  is  formed  by  the  voluntary  action  of  trustees. 
A  Declaration  of  Trust  defines  the  rights  and  obligations 
of  the  trustees  and  shareholders.  The  trustees  agree  to 
hold  and  manage  trust  property  for  the  benefit  of  the 
Fund’s  shareholders. 

Previous  legal  opinions  stated  that  because  business 
trusts  are  formed  by  a  voluntary  Declaration  of  Trust  under 
common  law,  rather  than  by  Articles  of  Organization 
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under  a  state  corporation  statute,  there  have  been  occa¬ 
sions  in  which  creditors  of  a  business  trust  have  sought 
to  hold  shareholders  personally  liable  for  the  obligations 
of  the  trust  A  line  of  cases  in  Massachusetts  has  held 
that  shareholders  may  be  personally  liable  for  obligations 
of  the  trust  if  they  have  power  to  control  the  actions  of 
the  trustees  or  the  affairs  of  the  trust,  but  if  the  actions 
of  the  trustees  and  the  affairs  of  the  trust  are  not  subject 
to  shareholder  control  then  the  shareholders  do  not  have 
personal  liability.  It  is  not  wholly  clear  from  these  old  cases 
what  shareholder  powers  or  combination  of  powers  are 
sufficient  to  result  in  the  conclusion  that  as  a  matter  of 
law  the  shareholders  do  have  power  to  control  the  ac¬ 
tions  of  the  trustees  or  the  affairs  of  the  trust  so  as  to  sub¬ 
ject  the  shareholders  to  personal  liability. 

According  to  the  legal  opinions  we  were  provided,  to  min¬ 
imize  the  applicability  of  the  old  case  law,  it  has  become 
common  practice  with  virtually  all  Massachusetts  busi¬ 
ness  trusts  (and  not  merely  those  that  are  also  registered 
investment  companies)  to  include  express  provisions  in 
the  Declaration  of  Trust  both  (a)  disclaiming  personal  lia¬ 
bility  of  shareholders  for  the  obligations  of  the  trust  and 
requiring  notice  of  such  disclaimer  to  be  given  in  each 
contractual  undertaking  of  the  trust  and  (b)  obligating  the 
trust  to  indemnify  any  shareholder  against  any  liability  of 
the  trust  asserted  against  him  solely  by  reason  of  his 
being  a  shareholder.  Further,  persons  doing  business  with 
Massachusetts  business  trusts  are  generally  aware  that 
Declaration  of  Trust  contain  such  provisions.  It  is  common 
practice  for  public  companies  organized  as  business 
trusts  to  contain  disclosures  in  their  prospectuses  describ¬ 
ing  the  disclaimer  and  indemnification  of  shareholder  lia¬ 
bility  contained  in  the  Declaration  of  Trust. 

The  legal  opinions  we  reviewed  held  that  the  above 
described  provisions  of  the  Declaration  of  Trust  of  Funds 
organized  as  Massachusetts  business  trusts  do  shield  the 
shareholders  of  the  Funds  from  personal  liability  for  the 
acts  and  obligations  of  the  respective  Funds. 

While  a  shareholder  of  a  Massachusetts  business  trust 
might  in  theory  under  certain  circumstances  be  held  in¬ 
dividually  responsible  for  the  obligations  of  the  trust,  we 
believe,  based  on  your  legal  opinion,  the  likelihood  of  this 
occurring  is  sufficiently  remote  that  it  should  not  result 
in  a  determination  by  us  that  a  Massachusetts  business 
trust  is  disqualified  for  investment  under  the  proviso  of 
BC-220  that  shareholders  of  funds  must  be  shielded  from 
personal  liability  for  acts  or  obligations  of  the  fund. 

This  also  confirms  your  understanding  that  the  definition 
of  investment  company"  as  used  in  BC-220  is  general- 
i/  that  used  in  the  Investment  Company  Act  of  1940. 
Although  a  mutual  fund  organized  as  a  corporation  or 
trust  with  several  series  of  distinct  portfolios  would  be  con¬ 
sidered  one  investment  company  under  the  Investment 


Company  Act  of  1940,  for  purposes  of  BC-220  each  ser¬ 
ies  of  the  mutual  fund  should  be  considered  a  separate 
‘‘investment  company,"  thereby  affecting  the  investment 
limits  and  bank  approval  provisions  of  BC-220. 

Additionally,  the  aggregate  five  percent  investment  limi¬ 
tation  imposed  under  12  C.F.R.  1.5(b)  and  1.7(b)  with 
respect  to  certain  Type  II  and  Type  III  securities  (general¬ 
ly  those  for  which  conditional  or  provisional  ratings  are 
given  by  rating  agencies)  would  continue  to  apply  under 
BC-220  to  securities  held  by  investment  companies,  the 
shares  of  which  investment  companies  are  purchased  by 
national  banks.  The  aggregate  five  percent  limitation 
would  not,  however,  apply  to  investment  company  shares 
purchased  by  national  banks. 

Our  policy  on  when-issued  securities  is  that  their  use  must 
be  compatible  with  prudent  banking  and  investment  port¬ 
folio  objectives.  As  such,  speculation  and  leveraging  ac¬ 
tivities  using  when-issued  securities  are  not  permissible 
in  a  banks’  investment  portfolio.  They  are  more  properly 
conducted  in  a  bank’s  trading  account  and  subject  to 
the  accounting  disciplines  of  mark-to-market  and  current 
valuation.  Your  conclusion  is  correct,  that  it  would  be  pos¬ 
sible  for  a  bank-eligible  investment  company  to  sell  when- 
issued  securities  positions  prior  to  taking  possession  of 
the  securities,  provided  it  also  records  the  carrying  value 
of  its  when-issued  securities  at  their  market  value.  Your 
January  30,  1987  letter  indicated  that  this  is  an  industry 
practice  required  by  the  securities  laws. 

I  trust  this  has  been  responsive  to  your  request.  If  you 
have  any  questions,  please  call  me  or  Mr.  Owen  Carney 
at  (202)  447-1901. 

Gayla  J.  Hugghins 
National  Bank  Examiner 
Investment  Securities  Division 

★  ★  ★ 

17  —  February  20,  1987 

This  is  in  response  to  your  December  5,  1986  letter  re¬ 
questing  our  opinion  regarding  the  classification  of  "in¬ 
vestment  fund  assets,  marketable  on  a  day-to-day  basis 
at  a  quoted  Net  Asset  Value,  in  a  GAP  reporting  context" 
and  our  subsequent  conversations.  There  are  no  rules 
or  guidelines  for  categorization  of  investment  company 
shares  for  internal  bank  reporting  purposes.  I  offer  my 
opinions  and  suggestions  for  your  consideration 

For  a  rate  sensitivity,  or  repricing,  report,  investment  com¬ 
pany  shares  would  not  be  included  because  they  do  not 
have  a  stated  coupon  rate.  Since  investment  company 
shares  do  not  have  a  stated  maturity,  they  could  be  report¬ 
ed  within  any  reasonable  time  frame  on  a  maturity  match 
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ing  report.  Consideration  should  be  given  to  factors  such 
as  redemption  requirements  of  the  fund  and  the  Board’s 
expressed  “holding  period”  intentions.  From  a  liquidity 
perspective,  investment  company  shares  should  be 
categorized  according  to  their  practical  liquidity.  Practi¬ 
cal  liquidity  is  a  function  of  several  factors,  including,  but 
not  limited  to,  redemption  practices  of  the  fund,  effects 
on  the  bank’s  income  statement  marketability  of  the 
shares. 

I  trust  this  has  been  responsible  to  your  request.  Please 
feel  free  to  call  me  if  you  have  questions  at  (202)  447-1901. 

Gayla  J.  Hugghins 
National  Bank  Examiner 
Investment  Securities  Division 

★  ★  * 

18  —  April  2,  1987 

This  is  in  response  to  your  ***  letter  in  which  you  request 
our  views  on  the  appropriateness  of  the  use  of  Dollar 
Repurchase  Agreements  (Dollar  Repos). 

You  stated  that  you  wished  to  conduct  Dollar  Repos  with 
mortgage-backed  securities.  Your  letter  defined  this  type 
of  transaction  as  a  sale  and  repurchase  of  securities  from 
the  same  agency,  but  that  at  repurchase  agreement 
maturity,  the  security  returned  is  not  identical  to  the  one 
that  had  been  originally  delivered.  Your  letter  indicates 
the  proposed  Dollar  Repos  will  be  conducted  under  the 
following  guidelines: 

•  The  funds  generated  through  Dollar  Repos 
would  only  be  invested  in  assets  with  a  maturity 
equal  to  or  shorter  than  the  term  of  the  repur¬ 
chase  agreement  to  ensure  that  funds  are  avail¬ 
able  to  fund  the  repurchase  agreement  at  its 
maturity. 

•  The  par  value  of  securities  returned  to  the  bank 
at  the  end  of  the  period  will  differ  from  the  amount 
delivered  by  no  more  than  1%. 

•  The  bank  will  receive  back  approximately  the 
same  number  of  pools  that  were  delivered. 

•  The  bank  will  require  that  the  original  term  of  the 
paper  received  back  is  the  same  as  that  delivered 
and  that  the  remaining  terms  are  identical. 

•  The  bank  will  require  that  it  receives  securities 
with  identical  coupons  to  those  delivered. 

•  The  bank  will  require  that  paper  of  the  same 
agency  be  delivered  back  to  the  bank  as  was 
originally  delivered. 


•  All  transactions  done  will  be  done  delivery  ver¬ 
sus  payment 

•  The  bank  will  not  enter  into  these  transactions  for 
any  cumulative  or  consecutive  periods  greater 
than  90  days  at  one  time  with  less  than  a  30  day 
lapse  in  between. 

•  The  minimum  expected  yield  pick-up  warrant 
doing  these  transactions  must  be  at  least  150 
basis  points  for  the  duration  of  the  transactions. 

Dollar  Repos  usually  involve  the  forward  purchase  from 
a  dealer  of  a  fixed  rate,  long  term  mortgage-backed  pass¬ 
through  certificate  and  the  simultaneous  cash  market  sale 
to  that  dealer  of  a  similar  instrument.  In  a  Fixed  Rate  Dollar 
Repo  the  sold  pass-through  certificate  carries  the  same 
coupon  rate  of  interest  as  the  security  forward  purchased 
from  the  dealer.  However,  the  pool  of  mortgages  under¬ 
lying  the  certificate  purchased  forward  from  the  dealer 
usually  differs  from  the  pool  of  mortgages  underlying  the 
certificate  sold  to  the  dealer.  Generally,  investors  do  not 
account  for  the  transaction  as  a  sale  and  purchase  but 
instead,  as  a  financing  transaction  and  securities  gains 
and  more  often  losses  are  not  recognized. 

It  is  our  understanding  that  a  Dollar  Repo  becomes  a  Dol¬ 
lar  Roll  if,  instead  of  taking  delivery  on  the  pass-through 
certificate  purchased  forward,  the  investor  sells  the  for¬ 
ward  commitment  and  enters  into  another  forward  pur¬ 
chase  commitment  for  later  settlement. 

The  instructions  for  Reports  of  Condition  required  to  be 
filed  quarterly  by  all  national  banks  provide  that  repur¬ 
chase  and  resale  agreements  involving  assets  are  gener¬ 
ally  to  be  reported  as  borrowings  and  loans  of  the  report¬ 
ing  institution.  However,  the  instructions  treat  Yield 
Maintenance  Dollar  Repurchase  Agreements  as  an  ex¬ 
ception  to  this  rule,  and  require  that  this  type  of  transac¬ 
tion  be  reported  as  purchases  or  sales  of  securities.  Yield 
Maintenance  Dollar  Repurchase  Agreements  are  defined 
as  Dollar  Repos  in  which  the  securities  delivered  bear 
a  different  coupon  rate  of  interest  than  the  securities  sold, 
but  the  price  of  the  security  being  delivered  to  the  inves¬ 
tor  is  adjusted  to  provide  the  investor  with  a  yield  similar 
to  the  yield  on  the  securities  sold. 

You  state  that  the  purpose  of  the  transaction  is  to  supply 
the  seller  with  temporary  cash,  and  to  provide  the  buyer 
with  temporary  securities.  While  we  agree  with  your  anal¬ 
ysis  of  the  seller’s  motives,  we  have  found  that  temporary 
possession  of  securities  is  not  always  the  primary  motive 
of  the  buyer.  Some  dealers  use  the  opportunity  to  deliver 
different  but  similar  securities  as  a  way  to  profit  from  the 
differences  in  prices  between  the  instruments  being  sold 
and  purchased.  This  practice,  commonly  referred  to  as 
“worst  delivery,"  involves  obtaining  a  mortgage- backed 
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security  from  the  seller,  and  delivering  the  cheapest  secu¬ 
rity  obtainable  in  the  current  market  to  the  seller  at  the 
Dollar  Repo  s  maturity.  While  the  cheapest  security  has 
the  same  coupon  interest  rate  as  the  sold  security,  its  ex¬ 
pected  prepayment  characteristics  may  be  different,  and 
create  the  price  differential.  In  a  rising  interest  rate  en¬ 
vironment,  it  will  probably  be  cheaper  to  purchase  and 
deliver  a  mortgage-backed  security  with  a  slow  prepay¬ 
ment  history.  In  this  situation  the  investor  will  continue  to 
receive  the  same  coupon  rate  on  the  principal  of  the  secu¬ 
rity,  but  be  unable  to  reinvest  the  prepaid  principal  of  the 
security  with  a  more  rapid  prepayment  experience  at 
higher  current  rates.  Dealers  active  in  the  Dollar  Repo 
market  study  the  history  of  mortgage  pool  prepayments 
in  order  to  take  advantage  of  these  market  differences. 

We  have  generally  discouraged  the  use  of  finance  ac¬ 


counting  in  all  Dollar  Repos  since  the  use  of  this  account 
ing  method  during  a  period  of  rising  interest  rates  allows 
the  sale  of  depreciated  securities  in  a  manner  which 
avoids  the  recognition  of  the  losses  associated  with  ac¬ 
quiring  an  asset  with  a  somewhat  impaired  value.  How¬ 
ever,  if  you  adhere  to  your  above  stated  guidelines,  we 
will  not  object  to  your  use  of  the  finance  accounting  treat¬ 
ment  in  these  transactions. 

If  you  have  any  questions,  please  call  me  at  (202) 
447-1901. 

John  Kerr 

National  Bank  Examiner 
Investment  Securities  Division 

ft  It  it 
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Mergers — April  1  to  June  30,  1987 


Mergers  consummated  involving  two  or  more  operating  banks. 

Page 


April  1,  1987 

BancTexas  Dallas,  National  Association,  Dallas,  Texas 
BancTexas  Richardson,  National  Association,  Richardson, 

Texas 

BancTexas  Carrollton,  National  Association,  Carrollton,  Texas 
BancTexas  White  Rock,  National  Association,  Dallas,  Texas 
BancTexas  Quorum,  National  Association,  Addison,  Texas 

Merger . 75 

April  1,  1987 

BancTexas  Houston,  Houston,  Texas 

BancTexas  Allen  Parkway,  National  Association,  Houston, 

Texas 

BancTexas  North  Side  Houston,  National  Association, 

Houston,  Texas 

BancTexas  Westheimer,  Houston,  Texas 

Merger .  75 

April  1,  1987: 

The  Bath  National  Bank,  Bath,  New  York 
Dundee  State  Bank,  Dundee,  New  York 

Merger . 75 

April  1,  1987. 

The  Bath  National  Bank,  Bath,  New  York 

The  First  National  Bank  of  Wayland,  Wayland,  New  York 

Merger . 75 

April  1,  1987 

Norstar  Bank,  National  Association,  Buffalo,  New  York 
Norstar  Bank,  Rochester,  New  York 

Merger . 75 

April  4,  1987: 

Zions  First  National  Bank,  Salt  Lake  City,  Utah 
Foothill  Financial,  Salt  Lake  City,  Utah 

Merger . 75 

April  9,  1987 

OmmBanc  North  Belt,  National  Association,  Houston,  Texas 
The  Southwestern  Bank,  National  Association,  Houston, 


Texas 

Merger . 

April  9,  1987: 

Peoples  Bank  of  Deer  Lodge,  National  Association,  Deer 
Lodge,  Montana 

Deer  Lodge  Bank  and  Trust  Company,  Deer  Lodge. 
Montana 

Merger . 

April  10,  1987: 

The  Clinton  National  Bank,  Clinton,  Iowa 
Hawkeye  Bank  and  Trust,  Camanche,  Iowa 

Merger . 

April  15,  1987: 

American  National  Bank  of  Florida,  Jacksonville,  Florida 
American  National  Bank  of  Clay  County,  Orange  Park, 
Florida 

Merger . 

April  15,  1987 

Southeast  Bank,  National  Association,  Miami,  Florida 


The  Bank  of  Miami,  Miami,  Florida 

Merger  . 

April  16,  1987 

OmmBanc  North  Belt,  National  Association,  Houston,  Texas 
First  Commercial  Bank  of  Texas,  National  Association, 
Houston,  Texas 

Merger . 

April  24,  1987 

Greater  Texas  Bank  North,  National  Association,  Austin, 


Texas 

North  Central  National  Bank,  Austin,  Texas 
Merger 


April  27,  1987 

Texas  Commerce  Bank  National  Association,  Houston 
Texas 

Texas  Commerce  Bank-River  Oaks,  National  Association 
Houston,  Texas 

Merger . 

April  29,  1987: 

First  Interstate  Bank  of  Utah,  National  Association,  Salt 
Lake  City,  Utah 

Heritage  Bank  &  Trust,  Salt  Lake  City,  Utah 

Merger . 

April  30,  1987: 

The  Citizens  National  Bank  of  Meridian,  Meridian, 
Mississippi 

The  Stonewall  Bank,  Quitman,  Mississippi 

Merger . 

April  30,  1987 

MBank  Wichita  Falls,  National  Association,  Wichita  Falls, 
Texas 

MBank  Wichita  Falls  Southwest,  National  Association, 
Wichita  Falls,  Texas 

Merger . 

May  1,  1987: 

Manufacturers  National  Bank  of  Detroit,  Detroit, 

Michigan 

Manufacturers  Bank  of  Novi,  Novi,  Michigan 
Manufacturers  Bank  of  Southfield,  N.A.,  Southfield, 
Michigan 

Manufacturers  Bank  of  the  Shores,  St  Clair  Shores, 
Michigan 

Manufacturers  Bank  of  Livonia,  Livonia,  Michigan 

Merger . 

May  1,  1987 

The  South  Carolina  National  Bank,  Columbia,  South 
Carolina 

Bank  of  Fairfield,  Winnsboro,  South  Carolina 

Merger . 

May  1,  1987 

Whitney  National  Bank,  New  Orleans,  Louisiana 
Whitney  National  Bank  in  Jefferson  Parish,  Jefferson, 
Louisiana 

Merger . 

May  6,  1987 

First  Union  National  Bank  of  Florida,  Jacksonville, 

Florida 

Commerce  National  Bank,  Naples,  Florida 

Merger . 

May  7,  1987 

FirstBank  of  Colorado,  National  Association,  Littleton, 
Colorado 

North  American  National  Bank,  Littleton,  Colorado 

Merger . 

May  8,  1987 

The  Ramsey  National  Bank  and  Trust  Co  of  Devils  Lake. 

Devils  Lake,  North  Dakota 
Farmers  State  Bank,  Maddock,  North  Dakota 

Merger  . 

May  13,  1987 

First  National  Bank  in  Libby.  Libby,  Montana 
United  Bank,  Libby,  Montana 

Merger . 

May  14,  1987 

Bank  of  Longview,  National  Association.  Longview, 

Texas 

Marlin  National  Bank.  Marlin,  Texas 
Merger 
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May  14  1987 

The  First  National  Bank  ot  Fergus  Falls,  Fergus  Falls, 

Minnesota 

The  First  National  Bank  of  Elbow  Lake,  Elbow  Lake, 

Minnesota 

Merger  80 

May  14  1987 

First  National  Bank  of  Long  Prairie,  Long  Prairie,  Minnesota 
Todd  County  State  Bank  Long  Prairie,  Minnesota 

Merger  . 80 

May  15,  1987 

First  Union  National  Bank  of  Georgia,  Clarkston,  Georgia 
Georgia  State  Bank,  Mableton,  Georgia 

Merger  . 80 

May  17,  1987 

Society  National  Bank,  Cleveland,  Ohio 
Society  Bank  of  Northwest  Ohio,  Port  Clinton,  Ohio 

Merger  . 81 

May  18.  1987 

Centerre  Bank  National  Association,  St.  Louis,  Missouri 


Centerre  Bank  of  Crystal  City,  Crystal  City,  Missouri 
Centerre  Bank  of  Pacific,  Pacific,  Missouri 

Merger . 81 

May  18,  1987 

Society  National  Bank,  Cleveland,  Ohio 
Society  Bank  of  the  Firelands,  Vermilion,  Ohio 

Merger . 81 

May  22,  1987 

The  First  National  Bank  of  Live  Oak,  Live  Oak,  Florida 
Hamilton  County  Bank,  Jasper,  Florida 

Merger . 81 


May  22.  1987 

Greater  Texas  Bank  Southwest,  National  Association, 

Austin,  Texas 

Lake  Austin  National  Bank,  Austin,  Texas 

Merger  . 81 

May  22,  1987 

West  Carroll  National  Bank  of  Oak  Grove,  Oak  Grove, 

Louisiana 

Bank  of  Oak  Grove,  Oak  Grove,  Louisiana 

Merger . 81 

May  28,  1987 

Texas  Capital  Bank-Westwood,  National  Asssociation, 

Houston,  Texas 

Texas  National  Bank  Westheimer,  Houston,  Texas 

Merger . 82 

May  29,  1987 

First  National  Bank,  San  Diego,  California 
National  Bank  of  Fairbanks  Ranch,  Del  Mar,  California 
National  Bank,  La  Jolla,  California 


Merger  . 82 

May  30,  1987 

Deposit  Guaranty  National  Bank,  Jackson,  Mississippi 
Security  State  Bank,  Starkville,  Mississippi 

Merger  82 

May  31,  1987 

City  National  Bank  of  Miami,  Miami,  Florida 
City  National  Bank  of  Florida,  Hallandale,  Florida 

Merger  83 

June  1,  1987 

First  Union  National  Bank  of  Florida,  Jacksonville,  Florida 
North  Port  Bank,  North  Port,  Florida 

Merger  83 


June  5  1987 

F  rst  F  delity  Bank,  National  Association,  New  Jersey, 

Newark,  New  Jersey 

F  rst  F  dei  fy  Bank  National  Association,  Tenafly,  New 
Jersey 

Merger  83 

June  5  1987 

MBank  Austin  National  Association,  Austin,  Texas 
Jr  ted  Bank  of  Texas  Austin,  Texas 

Merger  83 


June  5,  1987 

Promenade  National  Bank,  Richardson,  Texas 
The  First  State  Bank,  Frisco,  Texas 

Merger . 84 

June  6,  1987 

InterFirst  Bank  Austin,  National  Association,  Austin,  Texas 
RepublicBank  Austin,  Austin,  Texas 

Merger . 84 

June  6,  1987. 

InterFirst  Bank  San  Antonio,  National  Association,  San 
Antonio,  Texas 

RepublicBank  San  Antonio,  National  Association,  San 
Antonio,  Texas 


Merger . 84 

June  6,  1987 

RepublicBank  Dallas,  National  Association,  Dallas,  Texas 
InterFirst  Bank  Dallas,  National  Association,  Dallas,  Texas 
Merger . 84 


June  6,  1987: 

RepublicBank  Houston,  National  Association,  Houston, 
Texas 

Interfirst  Bank  Houston,  National  Association,  Houston, 
Texas 


Merger . 84 

June  10,  1987: 

The  First  National  Bank  of  Atlanta,  Atlanta,  Georgia 
First  American  Bank  of  Walton,  Monroe,  Georgia 

Merger . 84 

June  11,  1987: 

First  National  Bank  &  Trust  Company,  El  Dorado,  Kansas 
The  Benton  State  Bank,  Benton,  Kansas 

Merger . 85 


June  15,  1987: 

Texas  Commerce  Bank,  National  Association,  Houston, 
Texas 

Texas  Commerce  Bank-South  Belt,  National  Association, 
Houston,  Texas 

Texas  Commerce  Bank-Southeast,  Houston,  Texas 
Texas  Commerce  Bank- Stafford,  National  Association, 
Houston,  Texas 

Texas  Commerce  Bank-Westwood,  Houston,  Texas 
Texas  Commerce  Bank-Champions  Park,  National 
Association,  Houston,  Texas 
Texas  Commerce  Bank-Chemical,  Houston,  Texas 
Texas  Commerce  Bank-Clear  Lake,  National  Association, 
Houston,  Texas 

Texas  Commerce  Bank-Cypress  Station,  National 
Association,  Houston,  Texas 
Texas  Commerce  Bank-Greens  Crossing,  National 
Association,  Houston,  Texas 
Texas  Commerce  Bank-Greenway  Plaza,  National 
Association,  Houston,  Texas 
Texas  Commerce  Bank-Lakeside,  National  Association, 
Houston,  Texas 

Texas  Commerce  Bank-North  Freeway,  Houston  Texas 
Texas  Commerce  Bank-Pasadena,  Houston,  Texas 
Texas  Commerce  Bank-Tanglewood,  Houston,  Texas 
Texas  Commerce  Bank-West  Oaks,  National  Association, 
Houston,  Texas 

Texas  Commerce  Bank-Westlake  Park,  National  Association, 
Houston,  Texas 

Texas  Commerce-Medical  Bank,  Houston,  Texas 
Texas  Commerce  Bank-Airline,  Houston,  Texas 
Texas  Commerce  Bank-Cyfair,  National  Association, 
Houston,  Texas 

Texas  Commerce  Bank-Del  Oro,  National  Association. 
Houston,  Texas 

Texas  Commerce  Bank-Inwood,  N  A  ,  Houston,  Texas 
Texas  Commerce  Bank-Richmond/Sage,  Houston.  Texas 
Texas  Commerce  Bank-Reagan,  Pasadena, 

Texas 

Texas  Commerce  Bank-Kmgwood.  National  Association, 
Humble  Texas 
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Texas  Commerce  Bank-Katy  Freeway,  National  Association, 

Katy,  Texas 

Merger . 85 

June  15,  1987 

Groos  Bank,  National  Bank  Association,  San  Antonio,  Texas 

Commercial  National  Bank,  San  Antonio,  Texas 

Merger . 86 


June  22,  1987 

Texas  Commerce  Bank-Austin,  National  Association,  Austin, 
Texas 

Texas  Commerce  Bank-Barton  Creek,  National  Association, 


Austin,  Texas 

Texas  Commerce  Bank-Northcross,  National  Association, 

Austin,  Texas 

Merger .  86 

June  25,  1987: 

First  National  Bank  of  Southeast  Denver,  Denver,  Colorado 

South  Denver  National  Bank,  Glendale,  Colorado 

Merger . 86 


June  26,  1987: 

The  Goodhue  County  National  Bank  of  Red  Wing,  Red 
Wing,  Minnesota 

Lanesboro  State  Bank,  Lanesboro,  Minnesota 

Merger .  86 

June  26,  1987: 

The  National  City  Bank  of  Evansville,  Evansville,  Indiana 
Chandler  State  Bank,  Chandler,  Indiana 

Merger . 86 

June  27,  1987: 

MBank  El  Paso,  National  Association,  El  Paso  Texas 
MBank  Franklin,  National  Association,  El  Paso,  Texas 
MBank  Bassett,  National  Association,  El  Paso,  Texas 


MBank  Vista  Hills,  National  Association,  El  Paso,  Texas 
MBank  El  Paso  West  National  Association  El  Paso  Texas 

Merger  .  87 

June  30,  1987 

First  Fidelity  Bank,  National  Association  North  Jersey, 

Totowa,  New  Jersey 

First  Fidelity  Bank.  National  Association  West  Jersey 
Succasunna,  New  Jersey 


Merger .  87 

June  30,  1987: 

The  First  National  Bank  of  Carthage,  Carthage.  Texas 
First  National  Bank  of  Beckville  Beckville,  Texas 

Merger .  87 

June  30,  1987: 

First  National  Bank  in  Walsenburg,  Walsenburg,  Colorado 
First  Walsenburg  Industrial  Bank,  Walsenburg,  Colorado 

Merger . 87 

June  30,  1987: 

NBC  Bank-Heights,  Houston,  Texas 
NBC  Bank-Meyerland,  Houston,  Texas 


NBC  Bank-Southwest,  National  Association,  Houston,  Texas 
NBC  Bank-Spring  Branch,  Houston,  Texas 


Merger . 87 

June  30,  1987: 

NBC  Bank- San  Antonio,  National  Association,  San  Antonio,  Texas 
NBC  Bank-Brooks  Field,  National  Association,  San  Antonio,  Texas 

Merger . 87 

June  30,  1987: 

Southern  National  Bank  of  South  Carolina,  Columbia, 

South  Carolina 

Liberty  National  Bank,  Charleston,  South  Carolina 

Merger .  88 
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BANCTEXAS  DALLAS,  NATIONAL  ASSOCIATION, 

Dallas,  Texas,  and  BancTexas  Richardson,  National  Association,  Richardson,  Texas,  and  BancTexas  Carrollton, 
National  Association  Carrollton,  Texas  and  BancTexas  White  Rock,  National  Association,  Dallas,  Texas,  and 
BancTexas  Quorum,  National  Association,  Addison,  Texas 

Names  of  banks  and  type  of  transaction  Total  assets 

BancTexas  Dallas,  National  Association,  Dallas,  Texas  (3985),  with  $  453,232,000 

and  BancTexas  Richardson,  National  Association,  Richardson,  Texas  (17770),  with  92,984,000 

and  BancTexas  Carrollton,  National  Association,  Carrollton,  Texas  (16721),  with  61,842,000 

and  BancTexas  White  Rock,  National  Association,  Dallas,  Texas  (17769),  with .  91,913,000 

and  BancTexas  Quorum,  National  Association,  Addison,  Texas  (16969),  with .  25,608,000 

merged  April  1,  1987,  under  charter  and  title  of  BancTexas  Dallas,  National  Association  The  merged  bank  at  date  of 

merger  had .  672.481 ,000 


BANCTEXAS,  HOUSTON, 

Houston,  Texas  and  BancTexas  Allen  Parkway,  National  Association,  Houston,  Texas,  and  BancTexas  North 
Side  Houston,  National  Association,  Houston,  Texas,  and  BancTexas,  Westheimer,  Houston,  Texas 

Names  of  banks  and  type  of  transaction  Total  assets 

BancTexas  Houston,  Houston,  Texas  with .  $  90,000,000 

and  BancTexas  Allen  Parkway,  National  Association,  Houston,  Texas  (18172),  with .  37,000,000 

and  BancTexas  North  Side  Houston,  National  Association,  Houston,  Texas  (18173),  with .  .  77,000,000 

and  BancTexas  Westheimer,  Houston,  Texas,  with .  66,000,000 

merged  April  1,  1987,  under  charter  18172  and  title  ‘‘BancTexas  Houston  National  Association,"  The  merged  bank  at 

date  of  merger  had .  239,000,000 


THE  BATH  NATIONAL  BANK, 

Bath,  New  York,  and  Dundee  State  Bank,  Dundee,  New  York 

Names  of  banks  and  type  of  transaction  Total  assets 

The  Bath  National  Bank,  Bath,  New  York  (10235),  with .  $  94,340,000 

and  Dundee  State  Bank,  Dundee,  New  York,  with .  30,827,000 

merged  April  1,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  125,167,000 


THE  BATH  NATIONAL  BANK, 

Bath,  New  York,  and  The  First  National  Bank  of  Wayland,  Wayland,  New  York 

Names  of  banks  and  type  of  transaction  Total  assets 

The  Bath  National  Bank,  Bath,  New  York  (10235),  with .  $  94,174,000 

and  The  First  National  Bank  of  Wayland,  Wayland,  New  York  (5196),  with  25,136,000 

merged  April  1,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  119,310,000 


NORSTAR  BANK,  NATIONAL  ASSOCIATION, 

Buffalo,  New  York  and  Norstar  Bank,  Rochester,  New  York 

Names  of  banks  and  type  of  transaction  Total  assets 

Norstar  Bank,  National  Association,  Buffalo,  New  York  (15080),  with  $1,764,521,000 

and  Norstar  Bank,  Rochester,  New  York,  with .  1,324,325,000 

merged  April  1,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  3,088,846,000 


ZIONS  FIRST  NATIONAL  BANK, 

Salt  Lake  City,  Utah,  and  Foothill  Financial,  Salt  Lake  City,  Utah 

Names  of  banks  and  type  of  transaction  Total  assets 

Zions  First  National  Bank,  Salt  Lake  City,  Utah  (4341),  with .  $2,745,383,000 

and  Foothill  Financial,  Salt  Lake  City,  Utah,  with  NA 

merged  April  4,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 
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OMNIBANC,  NORTH  BELT,  NATIONAL  ASSOCIATION, 

Houston,  Texas,  and  The  Southwestern  Bank,  National  Association,  Houston,  Texas 

Names  of  banks  and  type  of  transaction  Total  assets 

OmmBanc  North  Belt,  National  Association,  Houston,  Texas  (18482),  with .  $  6,172,000 

and  The  Southwestern  Bank,  National  Association,  Houston,  Texas  (17976),  with .  14,704,000 

merged  April  9,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  NA 


PEOPLES  BANK  OF  DEER  LODGE,  NATIONAL  ASSOCIATION, 

Deer  Lodge,  Montana,  and  Deer  Lodge  Bank  and  Trust  Company,  Deer  Lodge,  Montana 

Names  of  banks  and  type  of  transaction  Total  assets 

Peoples  Bank  of  Deer  Lodge,  National  Association,  Deer  Lodge,  Montana  (21501),  with .  NA 

and  Deer  Lodge  Bank  and  Trust  Company,  Deer  Lodge,  Montana,  with .  15,166,000 

merged  April  9,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 


THE  CLINTON  NATIONAL  BANK, 

Clinton,  Iowa,  and  Hawkeye  Bank  and  Trust,  Camanche,  Iowa 

Names  of  banks  and  type  of  transaction  Total  assets 

The  Clinton  National  Bank,  Clinton,  Iowa  (994),  with .  $  128,187,000 

and  Hawkeye  Bank  and  Trust,  Camanche,  Iowa,  with .  11,503,000 

merged  April  10,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  138,825,000 


AMERICAN  NATIONAL  BANK  OF  FLORIDA, 

Jacksonville,  Florida,  and  American  National  Bank  of  Clay  County,  Orange  Park,  Florida 

Names  of  banks  and  type  of  transaction  Total  assets 

American  National  Bank  of  Florida,  Jacksonville,  Florida  (14464),  with .  $  380,625,000 

and  American  National  Bank  of  Clay  County,  Orange  Park,  Florida  (20684),  with .  2,386,000 

merged  April  15,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  382,807,000 


SOUTHEAST  BANK,  NATIONAL  ASSOCIATION, 

Miami,  Florida,  and  The  Bank  of  Miami,  Miami,  Florida 

Names  of  banks  and  type  of  transaction  Total  assets 

Southeast  Bank,  National  Association,  Miami,  Florida  (15638),  with .  $11,095,719,000 

and  The  Bank  of  Miami,  Miami,  Florida,  with .  355,962,000 

merged  April  15,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  11,429,798,000 


OMNIBANC  NORTH  BELT,  NATIONAL  ASSOCIATION, 

Houston,  Texas,  and  First  Commercial  Bank  of  Texas,  National  Association,  Houston,  Texas 

Names  of  banks  and  type  of  transaction  Total  assets 

OmmBanc  North  Belt,  National  Association,  Houston,  Texas  (18482),  with  $  6,172,000 

and  First  Commercial  Bank  of  Texas,  National  Association,  Houston,  Texas  (17742),  with .  4,400,000 

merged  April  16,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  NA 


GREATER  TEXAS  BANK  NORTH,  NATIONAL  ASSOCIATION, 

Austin,  Texas,  and  North  Central  National  Bank,  Austin,  Texas 

Names  of  banks  and  type  of  transaction  Total  assets 

Greater  Texas  Bank  North,  National  Association,  Austin,  Texas  (18378),  with .  $  26,456,000 

and  North  Central  National  Bank,  Austin,  Texas  (18597),  with  .  23,388,000 

merged  April  24,  1987.  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had  NA 
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TEXAS  COMMERCE  BANK,  NATIONAL  ASSOCIATION, 

Houston,  Texas,  and  Texas  Commerce  Bank-River  Oaks,  National  Association,  Houston,  Texas 

Names  of  banks  and  type  of  transaction  Total  assets 

Texas  Commerce  Bank,  National  Association,  Houston,  Texas  (10225),  with  $11,499,526,000 

and  Texas  Commerce  Bank-River  Oaks,  National  Association,  Houston,  Texas  (18557),  with .  49,774,000 

merged  April  27,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  11,511,083,000 


FIRST  INTERSTATE  BANK  OF  UTAH,  NATIONAL  ASSOCIATION, 

Salt  Lake  City,  Utah,  and  Heritage  Bank  &  Trust,  Salt  Lake  City,  Utah 

Names  of  banks  and  type  of  transaction  Total  assets 

First  Interstate  Bank  of  Utah,  National  Association,  Salt  Lake  City,  Utah  (17241),  with .  $  977,762,000 

and  Heritage  Bank  &  Trust,  Salt  Lake  City,  Utah,  with .  NA 

merged  April  29,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 


THE  CITIZENS  NATIONAL  BANK  OF  MERIDIAN, 

Meridian,  Mississippi,  and  The  Stonewall  Bank,  Quitman,  Mississippi 

Names  of  banks  and  type  of  transaction  Total  assets 

The  Citizens  National  Bank  of  Meridian,  Meridian,  Mississippi  (7266),  with .  $  258,545,000 

and  The  Stonewall  Bank,  Quitman,  Mississippi,  with .  10,890,000 

merged  April  30,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  269,435,000 


MBANK  WICHITA  FALLS,  NATIONAL  ASSOCIATION, 

Wichita  Falls,  Texas,  and  MBank  Wichita  Falls  Southwest,  National  Association,  Wichita  Falls,  Texas 

Names  of  banks  and  type  of  transaction  Total  assets 

MBank  Wichita  Falls,  National  Association,  Wichita  Falls,  Texas  (3200),  with  $  413,504,000 

and  MBank  Wichita  Falls  Southwest,  National  Association,  Wichita  Falls,  Texas  (15370),  with  88,829,000 

merged  April  30,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  502,333,000 


MANUFACTURERS  NATIONAL  BANK  OF  DETROIT, 

Detroit,  Michigan,  and  Manufacturers  Bank  of  Novi,  Novi,  Michigan,  and  Manufacturers  Bank  of  Southfield, 
N.A.,  Southfield,  Michigan  and  Manufacturers  Bank  of  the  Shores,  St.  Clair  Shores,  Michigan,  and 
Manufacturers  Bank  of  Livonia,  Livonia,  Michigan 

Names  of  banks  and  type  of  transaction  Total  assets 

Manufacturers  National  Bank  of  Detroit,  Detroit,  Michigan  (13738),  with  $  6,390,733,000 

and  Manufacturers  Bank  of  Novi,  Novi,  Michigan,  with  32,525,000 

and  Manufacturers  Bank  of  Southfield,  N.A.,  Southfield,  Michigan  (15167),  with  220,409,000 

and  Manufacturers  Bank  of  the  Shores,  St.  Clair  Shores,  Michigan,  with  82,506,000 

and  Manufacturers  Bank  of  Livonia,  Livonia,  Michigan,  with  109,572,000 

merqed  May  1,  1987  under  charter  and  title  of  Manufacturers  National  Bank  of  Detroit.  The  merged  bank  at  date  of 
merger  had .  6,788.822.000 
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THE  SOUTH  CAROLINA  NATIONAL  BANK, 

Columbia,  South  Carolina,  and  Bank  of  Fairfield,  Winnsboro,  South  Carolina 


Names  of  banks  and  type  of  transaction  Total  assets 


The  South  Carolina  National  Bank,  Columbia,  South  Carolina  (2044),  with .  $  4,155,131,000 

and  Bank  of  Fairfield,  Winnsboro,  South  Carolina,  with .  31,848,000 

merged  May  1,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  4,182,878,000 


COMPTROLLER'S  DECISION 

On  October  6,  1986,  application  was  made  to  the  Office 
of  the  Comptroller  of  the  Currency  for  prior  authorization 
to  merge  Bank  of  Fairfield,  Winnsboro,  South  Carolina 
(BOF),  with  and  into  The  South  Carolina  National  Bank, 
Charleston,  South  Carolina,  (SCNB).  This  application  was 
made  pursuant  to  an  Agreement  finalized  between  the 
proponents  on  September  15,  1986. 

As  of  June  30,  1986,  BOF,  an  independent  bank,  had  total 
deposits  of  $27  million  in  three  offices.  As  of  the  same 
date,  SCNB  held  total  deposits  of  $3.1  billion  in  offices 
situated  through  the  state. 

The  OCC  has  reviewed  the  competitive  effects  of  this  pro¬ 
posal  by  using  its  standard  procedures  for  determining 
whether  a  merger  clearly  has  minimal  or  no  adverse 
competitive  effects.  The  Offices  finds  that  the  proposal 
satisfies  its  criteria  for  a  merger  that  clearly  has  no  or 
minimal  adverse  competitive  effects. 

The  Bank  Merger  Act  requires  this  Office  to  consider 
“...the  financial  and  managerial  resources  and  future 
prospects  of  the  existing  and  proposed  institutions,  and 
the  convenience  and  needs  of  the  community  to  be 
served."  We  find  that  the  financial  and  managerial 
resources  of  SCNB  and  BOF  do  not  raise  concerns  that 
would  cause  the  application  to  be  disapproved. 


The  future  prospects  of  the  proponents,  individually  and 
combined,  are  considered  favorable  and  the  resulting 
bank  is  expected  to  meet  the  convenience  and  needs 
of  the  community  to  be  served. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  regu¬ 
latory  responsibilities  revealed  no  evidence  that  the 
applicants’  records  of  helping  to  meet  the  credit  needs 
of  their  communities,  including  low  and  moderate  income 
neighborhoods,  are  less  than  satisfactory. 

We  have  analyzed  this  proposal  pursuant  to  the  Bank 
Merger  Act,  12  U.S.C.  1828(c),  and  find  that  it  will  not 
significantly  lessen  competition  in  the  relevant  market. 
Other  factors  considered  in  evaluating  this  proposal  are 
satisfactory.  Accordingly,  the  application  is  approved. 

March  2,  1987 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and 
conclude  that  it  would  not  have  a  significantly  adverse 
effect  on  competition. 


WHITNEY  NATIONAL  BANK, 

New  Orleans,  Louisiana,  and  Whitney  National  Bank  in  Jefferson  Parish,  Jefferson,  Louisiana 


Names  of  banks  and  type  of  transaction  Total  assets 


Whitney  National  Bank,  New  Orleans,  Louisiana  (14977),  with .  $2,565,603,000 

and  Whitney  National  Bank  in  Jefferson  Parish,  Jefferson,  Louisiana  (14753),  with .  351,934,000 

merged  May  1,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  2,860,000,000 


FIRST  UNION  NATIONAL  BANK  OF  FLORIDA, 

Jacksonville,  Florida,  and  Commerce  National  Bank,  Naples,  Florida 


Names  of  banks  and  type  of  transaction  Total  assets 


First  Union  National  Bank  of  Florida,  Jacksonville,  Florida  (6888),  with .  $  6,148.807,000 

and  Commerce  National  Bank,  Naples,  Florida  (17695),  with .  35,398,000 

merged  May  6,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  6,294,957,000 


COMPTROLLER’S  DECISION 

On  January  8,  1987,  application  was  made  to  the  Comp¬ 
troller  of  the  Currency  for  prior  authorization  to  consolidate 
First  Union  National  Bank  of  Florida,  Jacksonville,  Florida 
(First  Union)  with  Commerce  National  Bank,  Naples,  Flor¬ 
ida  (CNB).  This  application  was  based  on  an  agreement 
completed  between  the  proponents  on  February  3,  1987. 

As  of  September  20,  1986,  CNB,  an  independent  bank, 
had  total  deposits  of  $31  million  and  operated  two  offices. 
On  the  same  date,  First  Union  had  total  deposits  of  $4.9 
billion.  As  a  wholly  owned  subsidiary  of  First  Union  Cor¬ 
poration,  Charlotte,  North  Carolina,  First  Union  operates 
a  main  office  in  Jacksonville  and  numerous  branch  offices 
throughout  the  state. 

CNB's  service  area  and  the  relevant  geographic  market 
for  the  proposal  consists  of  Naples  and  the  immediately 
surrounding  area.  Prior  to  February  1,  1987,  First  Union 
did  not  have  a  presence  in  the  relevant  geographic 
market;  however,  on  that  date  First  Union  consummated 
its  acquisition  of  Collier  Bank,  Naples,  Florida,  a  banking 
company  operating  a  main  office  and  branch  in  Naples. 
Accordingly,  the  competitive  aspects  of  the  proposal  must 
be  reviewed  from  the  standpoint  of  the  elimination  of 
direct  competition  between  First  Union  and  CNB. 

First  Union  and  CNB  are  direct  competitors  in  the  defined 
relevant  geographic  market.  Their  combination  would 
result  in  the  elimination  of  some  direct  competition;  how¬ 
ever,  the  two  banks  compete  in  a  market  which  is  domin¬ 
ated  by  much  larger  competitors  including  several  of  the 
largest  banking  companies  in  the  Southeast.  Within  the 
relevant  geographic  market,  ten  banks  compete  for 
approximately  $900  million  in  deposits.  First  Union  and 
CNB  are  the  seventh  and  eighth  largest  competitors 
accounting  for  2.6  and  2.5  percent  of  market  deposits, 
respectively.  Upon  consummation  of  the  transaction,  the 
resulting  bank  will  advance  to  become  the  market’s  sixth 


largest  competitors;  however,  market  concentration  will 
not  be  changed  appreciably.  In  our  view,  any  anticom¬ 
petitive  aspects  of  the  proposal  are  mitigated  by  the 
number  and  size  of  other  competitors  in  the  market.  For 
the  reasons  noted,  approval  of  the  application  will  not  be 
significantly  adverse  to  competition. 

The  Bank  Merger  Act  12  U.S.C.  1828(c)(5)  requires  this 
Office  to  consider  “...the  financial  and  managerial 
resources  and  future  prospects  of  the  existing  and 
proposed  institutions  and  the  convenience  and  needs  of 
the  community  to  be  served.’’  The  financial  and  mana¬ 
gerial  resources  and  future  prospects  of  both  banks  are 
considered  satisfactory.  The  future  prospects  of  the  pro¬ 
ponents,  individually  and  combined,  are  considered 
favorable  and  the  resulting  bank  is  expected  to  meet  the 
convenience  and  needs  of  the  community  to  be  served. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  regu¬ 
latory  responsibilities  revealed  no  evidence  that  the 
applicants’  records  of  helping  to  meet  the  credit  needs 
of  their  communities,  including  low  and  moderate  income 
neighborhoods,  are  less  than  satisfactory. 

We  have  analyzed  this  proposal  pursuant  to  the  Bank 
Merger  Act,  12  U.S.C.  1828(c),  and  find  that  it  will  not 
significantly  lessen  competition  in  the  relevant  market. 
Other  factors  considered  in  evaluating  this  proposal  are 
satisfactory.  Accordingly,  the  application  is  approved 

April  6,  1987 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and 
conclude  that  it  would  not  have  a  significantly  adverse 
effect  on  competition. 


FIRSTBANK  OF  COLORADO,  NATIONAL  ASSOCIATION, 

Littleton,  Colorado,  and  North  American  National  Bank,  Littleton,  Colorado 

Names  of  banks  and  type  of  transaction 

Total  assets 

FirstBank  of  Colorado,  National  Association,  Littleton,  Colorado  (16942),  with 
and  North  American  National  Bank,  Littleton,  Colorado  (17820),  with 

merged  May  7,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$  27.896.000 

9,516,000 
NA 
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THE  RAMSEY  NATIONAL  BANK  AND  TRUST  CO.  OF  DEVILS  LAKE, 

Devils  Lake,  North  Dakota,  and  Farmers  State  Bank,  Maddock,  North  Dakota 

Names  of  banks  and  type  of  transaction  Total  assets 

The  Ramsey  National  Bank  and  Trust  Co.  of  Devils  Lake,  Devils  Lake,  North  Dakota  (5886),  with  $  58,528,000 

and  Farmers  State  Bank,  Maddock,  North  Dakota,  with .  11,864,000 

merged  May  8,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  NA 


FIRST  NATIONAL  BANK  IN  LIBBY, 

Libby,  Montana,  and  United  Bank,  Libby,  Montana 

Names  of  banks  and  type  of  transaction  Total  assets 

First  National  Bank  in  Libby,  Libby,  Montana  (15150),  with .  $  45,014,000 

and  United  Bank,  Libby,  Montana,  with .  15,369,000 

merged  May  13,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  NA 


*  *  * 

BANK  OF  LONGVIEW,  NATIONAL  ASSOCIATION, 

Longview,  Texas,  and  Marlin  National  Bank,  Marlin,  Texas 

Names  of  banks  and  type  of  transaction  Total  assets 

Bank  of  Longview,  National  Association,  Longview,  Texas  (17317),  with .  $  47,289,000 

and  Marlin  National  Bank,  Marlin,  Texas  (14114),  with .  39,566,000 

merged  May  14,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  NA 


THE  FIRST  NATIONAL  BANK  OF  FERGUS  FALLS, 

Fergus  Falls,  Minnesota,  and  The  First  National  Bank  of  Elbow  Lake,  Elbow  Lake,  Minnesota 

Names  of  banks  and  type  of  transaction  Total  assets 

The  First  National  Bank  of  Fergus  Falls,  Fergus  Falls,  Minnesota  (2030),  with .  $  67,470,000 

and  The  First  National  Bank  of  Elbow  Lake,  Elbow  Lake,  Minnesota  (4617),  with .  14,157,000 

merged  May  14,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  NA 


FIRST  NATIONAL  BANK  OF  LONG  PRAIRIE, 

Long  Prairie,  Minnesota,  and  Todd  County  State  Bank,  Long  Prairie,  Minnesota 

Names  of  banks  and  type  of  transaction  Total  assets 

First  National  Bank  of  Long  Prairie,  Minnesota  (15037),  with .  $  55,020,000 

and  Todd  County  State  Bank,  Long  Prairie,  Minnesota,  with .  15,410,000 

merged  May  14,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  NA 


FIRST  UNION  NATIONAL  BANK  OF  GEORGIA, 

Clarkston,  Georgia,  and  Georgia  State  Bank,  Mableton,  Georgia 

Names  of  banks  and  type  of  transaction  Total  assets 

First  Union  National  Bank  of  Georgia,  Clarkston,  Georgia  (21161),  with .  $  988,715,000 

and  Georgia  State  Bank,  Mableton,  Georgia,  with  .  178,682,000 

merged  May  15,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  1,167,397,000 


80 


SOCIETY  NATIONAL  BANK, 

Cleveland,  Ohio,  and  Society  Bank  of  Northwest  Ohio,  Port  Clinton,  Ohio 

Names  of  banks  and  type  of  transaction  Total  assets 

Society  National  Bank,  Cleveland,  Ohio  (14761),  with .  $  5,130,842,000 

and  Society  Bank  of  Northwest  Ohio,  Port  Clinton,  Ohio,  with  80,094,000 

merged  May  17,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  5,210,936,000 


CENTERRE  BANK  NATIONAL  ASSOCIATION, 

St.  Louis,  Missouri,  and  Centerre  Bank  of  Crystal  City,  Crystal  City,  Missouri,  and  Centerre  Bank  of  Pacific, 
Pacific,  Missouri 

Names  of  banks  and  type  of  transaction  Total  assets 

Centerre  Bank  National  Association,  St.  Louis,  Missouri  (17304),  with .  $  3,513,964,000 

and  Centerre  Bank  of  Crystal  City,  Crystal  City,  Missouri  with .  59,817,000 

and  Centerre  Bank  of  Pacific,  Pacific,  Missouri,  with .  48,515,000 

merged  May  18,  1987,  under  charter  and  title  of  Centerre  Bank  National  Asssociation.  The  merged  bank  at  date  of 

merger  had .  3,622,296.000 


SOCIETY  NATIONAL  BANK, 

Cleveland,  Ohio,  and  Society  Bank  of  the  Firelands,  Vermilion,  Ohio 

Names  of  banks  and  type  of  transaction  Total  assets 

Society  National  Bank,  Cleveland,  Ohio  (14761),  with .  $  5,130,842,000 

and  Society  Bank  of  the  Firelands,  Vermilion,  Ohio,  with .  124,988,000 

merged  May  18,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  5,255,830,000 


THE  FIRST  NATIONAL  BANK  OF  LIVE  OAK 

Live  Oak,  Florida,  and  Hamilton  County  Bank,  Jasper,  Florida 

Names  of  banks  and  type  of  transaction  Total  assets 

The  First  National  Bank  of  Live  Oak,  Live  Oak,  Florida  (6055),  with  $  82,669,000 

and  Hamilton  County  Bank,  Jasper,  Florida,  with .  31,073,000 

merged  May  22,  1987,  under  charter  of  the  former  and  title  of  Barnett  Bank  of  Suwannee  Valley,  National  Association. 

The  merged  bank  at  date  of  merger  had .  112,006,000 


GREATER  TEXAS  BANK  SOUTHWEST,  NATIONAL  ASSOCIATION, 

Austin,  Texas,  and  Lake  Austin  National  Bank,  Austin,  Texas 

Names  of  banks  and  type  of  transaction  Total  assets 

Greater  Texas  Bank  Southwest,  National  Association,  Austin,  Texas  (20474),  with  $  15,298,000 

and  Lake  Austin  National  Bank,  Austin,  Texas  (17763),  with  43,698,000 

merged  May  22,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  NA 


WEST  CARROLL  NATIONAL  BANK  OF  OAK  GROVE, 

Oak  Grove,  Louisiana,  and  Bank  of  Oak  Grove,  Oak  Grove,  Louisiana 

Names  of  banks  and  type  of  transaction  Total  assets 

West  Carroll  National  Bank  of  Oak  Grove,  Oak  Grove,  Louisiana  (14593),  with .  $  35,120,000 

and  Bank  of  Oak  Grove,  Oak  Grove,  Louisiana,  with .  24,019,000 

merged  May  22,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  NA 
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TEXAS  CAPITAL  BANK-WESTWOOD,  NATIONAL  ASSOCIATION, 
Houston,  Texas,  and  Texas  National  Bank  Westheimer,  Houston,  Texas 


Names  of  banks  and  type  of  transaction  Total  assets 


Texas  Capital  Bank-Westwood,  National  Association,  Houston,  Texas  (18329),  with .  $  59,875,000 

and  Texas  National  Bank  Westheimer,  Houston,  Texas  (18593)  with .  26,342,000 

merged  May  28,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  NA 


FIRST  NATIONAL  BANK, 

San  Diego,  California,  and  National  Bank  of  Fairbanks  Ranch,  Del  Mar,  California,  and  National  Bank,  La 
Jolla,  California 


Names  of  banks  and  type  of  transaction  Total  assets 


First  National  Bank,  San  Diego,  California  (17129),  with .  $  225,097,000 

and  National  Bank  of  Fairbanks  Ranch,  Del  Mar,  California  (18461)  with .  34,730,000 

and  National  Bank,  La  Jolla,  California  (17119),  with .  157,839,000 

merged  May  29,  1987,  under  charter  and  title  of  First  National  Bank,  San  Diego,  California.  The  merged  bank  at  date 

of  merger  had .  41 7,666,000 


DEPOSIT  GUARANTY  NATIONAL  BANK, 

Jackson,  Mississippi,  and  Security  State  Bank,  Starkville,  Mississippi 


Names  of  banks  and  type  of  transaction  Total  assets 


Deposit  Guaranty  National  Bank,  Jackson,  Mississippi  (15548),  with .  $2,172,288,000 

and  Security  State  Bank,  Starkville,  Mississippi,  with .  159,744,000 

merged  May  30,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  3,140,709,000 


COMPTROLLER’S  DECISION 

On  December  19,  1986,  application  was  made  to  the 
Office  of  the  Comptroller  of  the  Currency  for  prior 
authorization  to  merge  Security  State  Bank,  Starkville, 
Mississippi  (SSB)  with  Deposit  Guaranty  National  Bank, 
Jackson,  Mississippi  (DGNB)  under  the  charter  and  title 
of  the  latter.  The  application  is  based  upon  an  agreement 
finalized  between  the  two  banks  on  December  16,  1986. 

As  of  September  30,  1986,  SSB  had  approximately  $143 
million  in  total  deposits  and  $160  million  m  total  assets. 
The  bank  operates  a  main  office  and  three  branches  in 
Starkville,  an  additional  branch  in  Sturgis  and  two  others 
in  Webster  County,  Mississippi  As  of  the  same  date, 
DGNB  had  approximately  $2.1  billion  in  total  deposits  and 
$2  7  billion  in  total  assets.  As  a  wholly  owned  subsidiary 
of  Deposit  Guaranty  Corporation,  Jackson,  Mississippi, 
DGNB  is  the  largest  bank  in  the  State  of  Mississippi. 
DGNB  operates  a  mam  office  in  Jackson  and  numerous 
branches  throughout  the  state. 

SSB  s  service  area  and  the  relevant  geographic  market 
for  the  proposal  consists  of  Starkville,  Eupora,  Matheson, 
and  Sturgis,  Mississippi  and  the  immediately  surrounding 
areas  On  the  whole,  primarily  due  to  the  location  of  its 
branch  offices,  SSB  s  service  area  includes  most  of 
Webster  Oktibbeha  and  Choctaw  counties.  Prior  to  De¬ 


cember  31,  1986,  DGNB  did  not  have  a  presence  in  the 
relevant  geographic  market;  however,  on  that  date,  DGNB 
consummated  its  acquisition  of  First  Citizens  National 
Bank,  Tupelo,  Mississippi,  a  banking  company  with  a 
branch  office  and  a  CBCT  in  Starkville.  Accordingly,  the 
competitive  aspects  of  the  proposal  must  be  reviewed 
from  the  standpoint  of  the  elimination  of  direct  competition 
between  SSB  and  DGNB. 

An  analysis  of  deposit  accounts  conducted  by  the  appli¬ 
cants  indicates  that  there  is  no  significant  overlap  in  their 
primary  service  areas,  i.e. ,  that  area  from  which  they 
derive  at  least  75  percent  of  their  deposits.  Although 
DGNB  operates  a  branch  office  and  a  CBCT  in  Starkville, 
analysis  indicates  that  this  market  presence  does  little  to 
alter  the  separateness  of  the  two  bank’s  service  areas. 
The  Starkville  branch  of  DGNB  was  established  in  1984 
and  at  June  30,  1985,  accounted  for  less  than  1  percent 
of  deposits  in  the  relevant  geographic  market  Since  that 
time,  deposit  growth  has  been  minimal.  In  light  of  DGNB's 
small  presence  in  the  market,  consummation  of  this  pro¬ 
posal  will  not  be  significantly  adverse  to  competition. 

The  Bank  Merger  Act,  12  U.S.C.  1828(c)(5),  requires  this 
Office  to  consider  “.  .  the  financial  and  managerial 
resources  and  future  prospects  of  the  existing  and  pro- 


82 


posed  institutions  and  the  convenience  and  needs  of  the 
community  to  be  served.”  The  financial  and  managerial 
resources  and  future  prospects  of  both  banks  are 
considered  satisfactory.  The  future  prospects  of  the  pro¬ 
ponents,  individually  and  combined,  are  considered 
favorable  and  the  resulting  bank  is  expected  to  meet  the 
convenience  and  needs  of  the  community  to  be  served. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  regu¬ 
latory  responsibilities  revealed  no  evidence  that  the 
applicants’  records  of  helping  to  meet  the  credit  needs 
of  their  communities,  including  low  and  moderate  income 
neighborhoods,  are  less  than  satisfactory. 


We  have  analyzed  this  proposal  pursuant  to  the  Bank 
Merger  Act,  12  U.S.C.  1828(c),  and  find  that  it  will  not 
significantly  lessen  competition  in  the  relevant  market 
Other  factors  considered  in  evaluating  this  proposal  are 
satisfactory.  Accordingly,  the  application  is  approved 

April  23,  1987 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and 
conclude  that  it  would  not  have  a  significantly  adverse 
effect  on  competition. 


CITY  NATIONAL  BANK  OF  MIAMI, 

Miami,  Florida,  and  City  National  Bank  of  Florida,  Hallandale,  Florida 


Names  of  banks  and  type  of  transaction  Total  assets 


City  National  Bank  of  Miami,  Miami,  Florida  (14718),  with .  $  423,421,000 

and  City  National  Bank  of  Florida,  Hallandale,  Florida  (15977),  with .  100,599,000 

merged  May  31,  1987,  under  charter  and  title  of  the  latter.  The  merged  bank  at  date  of  merger  had .  518,966,000 


FIRST  UNION  NATIONAL  BANK  OF  FLORIDA, 

Jacksonville,  Florida,  and  North  Port  Bank,  North  Port,  Florida 


Names  of  banks  and  type  of  transaction  Total  assets 


First  Union  National  Bank  of  Florida,  Jacksonville,  Florida  (6888),  with .  $7,015,032,000 

and  North  Port  Bank,  North  Port,  Florida,  with .  70,899,000 

merged  June  1,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  7,154,215,000 


FIRST  FIDELITY  BANK,  NATIONAL  ASSOCIATION,  NEW  JERSEY, 

Newark,  New  Jersey,  and  First  Fidelity  Bank,  National  Association,  Tenafly,  New  Jersey 


Names  of  banks  and  type  of  transaction  Total  assets 


First  Fidelity  Bank,  National  Association,  New  Jersey,  Newark,  New  Jersey  (1452),  with  $9,414,642,000 

and  First  Fidelity  Bank,  National  Association,  Tenafly,  New  Jersey  (12014),  with  650,466.000 

merged  June  5,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  10,054,395,000 


MBANK  AUSTIN,  NATIONAL  ASSOCIATION, 

Austin,  Texas,  and  United  Bank  of  Texas,  Austin,  Texas 


Names  of  banks  and  type  of  transaction 

Total  assets 

MBank  Austin,  National  Association,  Austin,  Texas  (4322),  with 

$  704,535,000 
208.352.000 

qi  iu  v-h  IIICU  uai  ir\  vji  mu o 1 1 1 1 1  1  Lamu,  **ih  ■ . 

merged  June  5,  1987,  under  charter  and  title  of  former.  The  merged  bank  at  date  of  merger  had 

NA 
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PROMENADE  NATIONAL  BANK, 

Richardson,  Texas,  and  The  First  State  Bank,  Frisco,  Texas,  Frisco,  Texas 


Names  of  banks  and  type  of  transaction  Total  assets 


Promenade  National  Bank,  Richardson,  Texas  (15856),  with .  $  135,541,000 

and  The  First  State  Bank,  Frisco,  Texas,  Frisco,  Texas,  with  43,341,000 

merged  June  5,  1987,  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had  NA 


INTERFIRST  BANK  AUSTIN,  NATIONAL  ASSOCIATION, 
Austin,  Texas  and  RepublicBank  Austin,  Austin,  Texas 


Names  of  banks  and  type  of  transaction  Total  assets 


InterFirst  Bank  Austin,  National  Association,  Austin,  Texas  (4308),  with .  $1,718,000,000 

and  RepublicBank  Austin,  Austin,  Texas,  with .  259,000,000 

merged  June  6,  1987,  under  charter  of  the  former  and  title  “First  RepublicBank  Austin,  National  Association.”  The 

merged  bank  at  date  of  merger  had .  1,874,000,000 


INTERFIRST  BANK  SAN  ANTONIO,  NATIONAL  ASSOCIATION, 

San  Antonio,  Texas,  and  RepublicBank  San  Antonio,  National  Association,  San  Antonio,  Texas 


Names  of  banks  and  type  of  transaction  Total  assets 


InterFirst  Bank  San  Antonio,  National  Association,  San  Antonio,  Texas  (16926),  with .  $  530,000,000 

and  RepublicBank  San  Antonio,  National  Association,  San  Antonio,  Texas  (14283),  with .  467,000,000 

merged  June  6,  1987,  under  charter  of  the  latter  and  title  “First  RepublicBank  San  Antonio,  National  Association.”  The 

merged  bank  at  date  of  merger  had .  914,000,000 


REPUBLICBANK  DALLAS,  NATIONAL  ASSOCIATION, 

Dallas,  Texas,  and  InterFirst  Bank  Dallas,  National  Association,  Dallas,  Texas 


Names  of  banks  and  type  of  transaction  Total  assets 


RepublicBank  Dallas,  National  Association,  Dallas,  Texas  (12186),  with .  $  14,293,000 

and  InterFirst  Bank  Dallas,  National  Association,  Dallas,  Texas  (3623),  with,  . « .  8,154,000 

merged  June  6,  1987,  under  charter  of  the  former  and  title  “First  RepublicBank  Dallas,  National  Association.”  The 

merged  bank  at  date  of  merger  had .  20,555,000 


REPUBLICBANK  HOUSTON,  NATIONAL  ASSOCIATION, 

Houston,  Texas,  and  InterFirst  Bank  Houston,  National  Association,  Houston,  Texas 


Names  of  banks  and  type  of  transaction  Total  assets 


RepublicBank  Houston,  National  Association,  Houston,  Texas  (9353),  with .  $2,339,000,000 

Interfirst  Bank  Houston,  National  Association,  Houston,  Texas  (16632),  with .  965,000,000 

merged  June  6,  1987,  under  charter  of  the  former  and  title  “First  RepublicBank  Houston,  National  Association.”  The 

merged  bank  at  date  of  merger  had .  3,093,000,000 


THE  FIRST  NATIONAL  BANK  OF  ATLANTA, 

Atlanta,  Georgia,  and  First  American  Bank  of  Walton,  Monroe,  Georgia 


Names  of  banks  and  type  of  transaction  Total  assets 


The  First  National  Bank  of  Atlanta,  Atlanta,  Georgia  (1559),  with .  $7,386,918,000 

and  First  American  Bank  of  Walton,  Monroe,  Georgia,  with .  74,792,000 

merged  June  10.  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  7,461,710,000 
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FIRST  NATIONAL  BANK  &  TRUST  COMPANY, 

El  Dorado,  Kansas,  and  The  Benton  State  Bank,  Benton,  Kansas 


Names  of  banks  and  type  of  transaction  Total  assets 


First  National  Bank  &  Trust  Company,  El  Dorado,  Kansas  (6494),  with .  $  70,384,000 

and  The  Benton  State  Bank,  Benton,  Kansas,  with  9,417,000 

merged  June  11,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  NA 


TEXAS  COMMERCE  BANK,  NATIONAL  ASSOCIATION 

Houston,  Texas,  and  Texas  Commerce  Bank-South  Belt,  National  Association,  Houston,  Texas,  and  Texas 
Commerce  Bank-Southeast,  Houston,  Texas,  and  Texas  Commerce  Bank-Stafford,  National  Association, 
Houston,  Texas,  and  Texas  Commerce  Bank-Westwood,  Houston,  Texas,  and  Texas  Commerce  Bank- 
Champions  Park,  National  Association,  Houston,  Texas,  and  Texas  Commerce  Bank-Chemical,  Houston, 

Texas,  and  Texas  Commerce  Bank-Clear  Lake,  National  Association,  Houston,  Texas,  and  Texas  Commerce 
Bank-Cypress  Station,  National  Association,  Houston,  Texas,  and  Texas  Commerce  Bank-Greens  Crossing, 
National  Association,  Houston,  Texas,  and  Texas  Commerce  Bank-Greenway  Plaza,  National  Association, 
Houston,  Texas,  and  Texas  Commerce  Bank-Lakeside,  National  Association,  Houston,  Texas,  and  Texas 
Commerce  Bank-North  Freeway,  Houston,  Texas,  and  Texas  Commerce  Bank-Pasadena,  Houston,  Texas,  and 
Texas  Commerce  Bank-Tanglewood,  Houston,  Texas,  and  Texas  Commerce  Bank-West  Oaks,  National 
Association,  Houston,  Texas,  and  Texas  Commerce  Bank-Westlake  Park,  National  Association,  Houston, 

Texas,  and  Texas  Commerce  Medical  Bank,  Houston,  Texas,  and  Texas  Commerce  Bank-Airline,  Houston, 
Texas,  and  Texas  Commerce  Bank-Cyfair,  National  Association,  Houston,  Texas,  and  Texas  Commerce  Bank- 
Del  Oro,  National  Association,  Houston,  Texas,  and  Texas  Commerce  Bank-Inwood,  N.A.,  Houston,  Texas,  and 
Texas  Commerce  Bank-Richmond/Sage,  Houston,  Texas,  and  Texas  Commerce  Bank-Reagan,  Pasadena, 
Texas,  and  Texas  Commerce  Bank-Kingwood,  National  Association,  Humble,  Texas,  and  Texas  Commerce 
Bank-Katy  Freeway,  National  Association,  Katy,  Texas 


Names  of  banks  and  type  of  transaction 


Total  assets 


Texas  Commerce  Bank,  National  Association,  Houston,  Texas  (10225),  with . 

and  Texas  Commerce  Bank-South  Belt,  National  Association,  Houston,  Texas  (16812),  with . 

and  Texas  Commerce  Bank-Southeast,  Houston,  Texas,  with . 

and  Texas  Commerce  Bank-Stafford,  National  Association,  Houston,  Texas  (14778),  with . 

and  Texas  Commerce  Bank-Westwood,  Houston,  Texas,  with . 

and  Texas  Commerce  Bank-Champions  Park,  National  Association,  Houston,  Texas  (17741),  with . 

and  Texas  Commerce  Bank-Chemical,  Houston,  Texas,  with . 

and  Texas  Commerce  Bank-Clear  Lake,  National  Association,  Houston,  Texas  (17302),  with . 

and  Texas  Commerce  Bank-Cypress  Station,  National  Association,  Houston,  Texas  (17364),  with 
and  Texas  Commerce  Bank-Greens  Crossing,  National  Association,  Houston,  Texas  (17813),  with 
and  Texas  Commerce  Bank-Greenway  Plaza,  National  Association,  Houston,  Texas  (16340),  with 

and  Texas  Commerce  Bank-Lakeside,  Houston,  Texas,  with . 

and  Texas  Commerce  Bank-North  Freeway,  Houston,  Texas,  with 
and  Texas  Commerce  Bank-Pasadena,  Houston,  Texas,  with 
and  Texas  Commerce  Bank-Tanglewood,  Houston,  Texas,  with 

and  Texas  Commerce  Bank-West  Oaks,  National  Association,  Houston,  Texas  (17922),  with 
and  Texas  Commerce  Bank-Westlake  Park,  National  Association,  Houston,  Texas  (17586),  with, 
and  Texas  Commerce  Medical  Bank,  Houston,  Texas,  with 
and  Texas  Commerce  Bank-Airline,  Houston,  Texas,  with 

and  Texas  Commerce  Bank-Cyfair,  National  Association,  Houston,  Texas  (17012),  with 
and  Texas  Commerce  Bank-Del  Oro,  National  Association,  Houston,  Texas  (16205),  with, 
and  Texas  Commerce  Bank-Inwood,  N.A.,  Houston,  Texas  (16223),  with 
and  Texas  Commerce  Bank-Richmond/Sage,  Houston,  Texas,  with 
and  Texas  Commerce  Bank-Reagan,  Pasadena,  Texas,  with 

and  Texas  Commerce  Bank-Kingwood,  National  Association,  Humble,  Texas  (16259),  with, 
and  Texas  Commerce  Bank-Katy  Freeway,  National  Association,  Katy,  Texas  (16772),  with 

merged  June  15,  1987,  under  charter  and  title  of  Texas  Commerce  Bank,  National  Association.  The  merged  bank  at 
date  of  merger  had 


$11,498,526,000 

20,555,000 

36,407,000 

58,117,000 

12.089,000 

11,746,000 

60,453,000 

16,868,000 

24,579,000 

5,367,000 

46,850,000 

31,991,000 

24,407,000 

10,999,000 

44,583.000 

9,836,000 

18,241,000 

84,934,000 

125,557,000 

14,783,000 

26,579,000 

18,200,000 

30,436,000 

173,902,000 

40,115,000 

22,115,000 

12,661,686,000 
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GROOS  BANK,  NATIONAL  ASSOCIATION, 

San  Antonio,  Texas,  and  Commercial  National  Bank,  San  Antonio,  Texas 


Names  of  banks  and  type  of  transaction  Total  assets 

Groos  Bank,  National  Association,  San  Antonio,  Texas  (10148),  with .  $  119,642,000 

and  Commercial  National  Bank,  San  Antonio,  Texas  (18369),  with .  33,888,000 

merged  June  15,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  153,624,000 


TEXAS  COMMERCE  BANK-AUSTIN,  NATIONAL  ASSOCIATION, 

Austin,  Texas,  and  Texas  Commerce  Bank-Barton  Creek,  National  Association,  Austin,  Texas,  and  Texas 
Commerce  Bank-Northcross,  National  Association,  Austin,  Texas 

Names  of  banks  and  type  of  transaction  Total  assets 

Texas  Commerce  Bank-Austin,  National  Association,  Austin,  Texas  (13926),  with .  $  1,355,394,000 

and  Texas  Commerce  Bank-Barton  Creek,  National  Association,  Austin,  Texas  (17221),  with .  27,664,000 

and  Texas  Commerce  Bank-Northcross,  National  Association,  Austin,  Texas  (18078),  with .  47,621,000 

merged  June  22,  1987,  under  charter  and  title  of  Texas  Commerce  Bank-Austin,  National  Association.  The  merged 

bank  at  date  of  merger  had .  1,429,404,000 


FIRST  NATIONAL  BANK  OF  SOUTHEAST  DENVER, 

Denver,  Colorado,  and  South  Denver  National  Bank,  Glendale,  Colorado 

Names  of  banks  and  type  of  transaction  Total  assets 

First  National  Bank  of  Southeast  Denver,  Denver,  Colorado  (17757),  with .  $  70,662,000 

and  South  Denver  National  Bank,  Glendale,  Colorado  (15118),  with .  59,565,000 

merged  June  25,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  NA 


*  *  * 

THE  GOODHUE  COUNTY  NATIONAL  BANK  OF  RED  WING, 

Red  Wing,  Minnesota,  and  Lanesboro  State  Bank,  Lanesboro,  Minnesota 

Names  of  banks  and  type  of  transaction  Total  assets 

The  Goodhue  County  National  Bank  of  Red  Wing,  Red  Wing,  Minnesota  (7307),  with .  $  110,946,000 

and  Lanesboro  State  Bank,  Lanesboro,  Minnesota,  with .  7,503,000 

merged  June  26,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  118,449,000 


THE  NATIONAL  CITY  BANK  OF  EVANSVILLE, 

Evansville,  Indiana,  and  Chandler  State  Bank,  Chandler,  Indiana 

Names  of  banks  and  type  of  transaction  Total  assets 

The  National  City  Bank  of  Evansville,  Evansville,  Indiana  (12132),  with .  $  345,089,000 

and  Chandler  State  Bank,  Chandler,  Indiana,  with .  20,520,000 

merged  June  26,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  361,062,000 


86 


MBANK  EL  PASO,  NATIONAL  ASSOCIATION, 

El  Paso,  Texas,  and  MBank  Franklin,  National  Association,  El  Paso,  Texas,  and  MBank  Bassett,  National 
Association,  El  Paso,  Texas,  and  MBank  Vista  Hills,  National  Association,  El  Paso,  Texas,  and  MBank  El  Paso 
West,  National  Association,  El  Paso,  Texas 


Names  of  banks  and  type  of  transaction  Total  assets 


MBank  El  Paso,  National  Association,  El  Paso,  Texas  (2521),  with .  $  977,519,000 

and  MBank  Franklin,  National  Association,  El  Paso,  Texas  (16354),  with .  43,853,000 

and  MBank  Bassett,  National  Association,  El  Paso,  Texas  (15011),  with .  123.948,000 

and  MBank  Vista  Hills,  National  Association,  El  Paso,  Texas  (17942),  with .  58,311,000 

and  MBank  El  Paso  West,  National  Association,  El  Paso,  Texas  (17013),  with .  62,772,000 

merged  June  27,  1987,  under  charter  and  title  of  MBank  El  Paso,  National  Association  The  merged  bank  at  date  of 

merger  had .  1,266.403,000 


FIRST  FIDELITY  BANK,  NATIONAL  ASSOCIATION,  NORTH  JERSEY, 

Totowa,  New  Jersey,  and  First  Fidelity  Bank,  National  Association,  West  Jersey,  Succasunna,  New  Jersey 


Names  of  banks  and  type  of  transaction  Total  assets 


First  Fidelity  Bank,  National  Association,  North  Jersey,  Totowa,  New  Jersey  (12990),  with  $1,563,241,000 

and  First  Fidelity  Bank,  National  Association,  West  Jersey,  Succasunna,  New  Jersey  (860),  with .  637,223,000 

merged  June  30,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  2,100,464,000 


THE  FIRST  NATIONAL  BANK  OF  CARTHAGE, 

Carthage,  Texas,  and  First  National  Bank  of  Beckville,  Beckville,  Texas 


Names  of  banks  and  type  of  transaction  Total  assets 


The  First  National  Bank  of  Carthage,  Carthage,  Texas  (6197),  with .  $  55,346,000 

and  First  National  Bank  of  Beckville,  Beckville,  Texas  (17559),  with .  7,040,000 

merged  June  30,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  62,377,000 


FIRST  NATIONAL  BANK  IN  WALSENBURG, 

Walsenburg,  Colorado,  and  First  Walsenburg  Industrial  Bank,  Walsenburg,  Colorado 


Names  of  banks  and  type  of  transaction  Total  assets 


First  National  Bank  in  Walsenburg,  Walsenburg,  Colorado  (14826),  with  $  31,573,000 

and  First  Walsenburg  Industrial  Bank,  Walsenburg,  Colorado,  with  1,059,000 

merged  June  30,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  32,543,000 


NBC  BANK— HEIGHTS, 

Houston,  Texas,  and  NBC  Bank-Meyerland,  Houston,  Texas,  and  NBC  Bank-Southwest,  National  Association, 
Houston,  Texas,  and  NBC  Bank-Spring  Branch,  Houston,  Texas 


Names  of  banks  and  type  of  transaction 


Total  assets 


NBC  Bank-Heights,  Houston,  Texas,  with . 

and  NBC  Bank-Meyerland,  Houston,  Texas,  with 

and  NBC  Bank-Southwest,  National  Association,  Houston,  Texas  (15834),  with 
and  NBC  Bank-Spring  Branch,  Houston,  Texas,  with 

merged  June  30,  1987,  under  charter  15834  and  title  “NBC  Bank  Houston-National  Association."  The  merged  bank 
at  date  of  merger  had 


341.164,000 

83,201,000 

67,851,000 

70,623,000 

528.518,000 


NBC  BANK-SAN  ANTONIO,  NATIONAL  ASSOCIATION, 

San  Antonio,  Texas,  and  NBC  Bank-Brooks  Field,  National  Association,  San  Antonio,  Texas 


Names  of  banks  and  type  of  transaction 

Total  assets 

NBC  Bank-San  Antonio,  National  Association,  San  Antonio,  Texas  (6956),  with 

and  NBC  Bank-Brooks  Field,  National  Association,  San  Antonio,  Texas  (14847),  with 

merged  June  30,  1987,  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had 

$  1,445,116,000 

165,644,000 
1,504,106.000 
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SOUTHERN  NATIONAL  BANK  OF  SOUTH  CAROLINA, 

Columbia.  South  Carolina,  and  Liberty  National  Bank,  Charleston,  South  Carolina 


Names  of  banks  and  type  of  transaction 

Total  assets 

Southern  National  Bank  of  South  Carolina,  Columbia,  South  Carolina  (15134),  with 

and  Liberty  National  Bank,  Charleston,  South  Carolina  (16918),  with . 

merged  June  30,  1987,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$184,918,696,000 
88,870,462,000 
268  550  765  000 

COMPTROLLER'S  DECISION 

On  March  19,  1987,  application  was  made  to  the  Office 
of  the  Comptroller  of  the  Currency  for  prior  authorization 
to  merge  Southern  National  Bank  of  South  Carolina, 
South  Carolina  (SNB)  with  Liberty  National  Bank,  Charles¬ 
ton,  South  Carolina  (LNB).  The  application  was  based 
upon  an  agreement  completed  between  the  two  propo¬ 
nents  on  February  17,  1987. 

As  of  December  31,  1986,  LNB,  a  wholly  owned  subsidi¬ 
ary  of  Liberty  Bancorp,  Inc.  had  total  deposits  of  approx¬ 
imately  $82  million  and  operated  four  offices.  On  the 
same  date,  SNB  had  total  deposits  of  approximately  $163 
million  and  operated  nineteen  offices.  SNB  is  a  wholly 
owned  subsidiary  of  Southern  National  Corporation,  Lum- 
berton,  South  Carolina. 

The  OCC  has  reviewed  the  competitive  effects  of  this  pro¬ 
posal  by  using  its  standard  procedures  for  determining 
whether  a  merger  clearly  has  minimal  or  no  adverse  com¬ 
petitive  effects.  The  Office  finds  that  the  proposal  satis¬ 
fies  its  criteria  for  a  merger  that  clearly  has  no  or  minimal 
adverse  competitive  effects. 

The  Bank  Merger  Act  requires  this  Office  to  consider 
“  the  financial  and  managerial  resources  and  future 
prospects  of  the  existing  and  proposed  institutions  and 
the  convenience  and  needs  of  the  community  to  be 
served.”  We  find  that  the  financial  and  managerial 


resources  of  SNB  and  LNB  do  not  raise  concerns  that 
would  cause  the  application  to  be  disapproved. 

The  future  prospects  of  the  proponents,  individually  and 
combined,  are  considered  favorable  and  the  resulting 
bank  is  expected  to  meet  the  convenience  and  needs 
of  the  community  to  be  served. 

A  review  of  the  records  of  this  application  and  other  in¬ 
formation  available  to  this  Office  as  a  result  of  its  regula¬ 
tory  responsibilities  has  revealed  no  evidence  that  the  ap¬ 
plicants’  records  of  helping  to  meet  the  credit  needs  of 
their  communities,  including  low  and  moderate  income 
neighborhoods,  are  less  than  satisfactory. 

We  have  analyzed  this  proposal  pursuant  to  the  Bank 
Merger  Act,  12  U.S.C.  1828(c),  and  find  that  it  will  not  sig¬ 
nificantly  lessen  competition  in  any  relevant  market.  Other 
factors  considered  in  evaluating  this  proposal  are  satis¬ 
factory.  Accordingly,  the  application  is  approved. 

May  22,  1987 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and  con¬ 
clude  that  it  would  not  have  a  significantly  adverse  effect 
on  competition. 
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Changes  in  the  structure  of  the  national  banking  system,  by  states,  January  1  to  June  30,  1987 


In 

operation 
Dec.  31, 
1986 

Organized 
and  opened 
for  business 

Merged 

Voluntary 

liquidations 

Payouts 

12  use  214 

Converted  to 
state  banks 

Merged  with 
state  banks 

In  operation 
June  30.  1987 

55 

0 

0 

0 

0 

0 

0 

55 

5 

0 

0 

0 

0 

0 

0 

5 

15 

1 

0 

0 

0 

0 

0 

16 

83 

2 

0 

0 

0 

0 

0 

85 

168 

3 

2 

0 

0 

0 

0 

169 

243 

0 

3 

1 

0 

0 

1 

238 

17 

0 

0 

0 

0 

0 

0 

17 

16 

1 

0 

0 

0 

0 

0 

17 

20 

0 

0 

0 

0 

0 

0 

20 

173 

7 

14 

1 

0 

0 

1 

164 

58 

1 

0 

0 

0 

0 

1 

58 

3 

0 

0 

0 

0 

0 

0 

3 

7 

0 

0 

0 

0 

0 

0 

7 

394 

0 

0 

0 

0 

0 

1 

393 

103 

0 

1 

0 

0 

0 

1 

101 

105 

0 

0 

0 

0 

0 

0 

105 

168 

1 

0 

0 

0 

1 

1 

167 

78 

1 

0 

0 

0 

1 

0 

78 

68 

0 

4 

0 

0 

0 

0 

64 

7 

0 

0 

0 

0 

0 

0 

7 

24 

1 

0 

0 

0 

0 

0 

25 

48 

0 

0 

0 

0 

0 

1 

47 

108 

1 

16 

0 

0 

0 

0 

93 

215 

1 

1 

1 

0 

0 

2 

212 

30 

0 

0 

0 

0 

0 

0 

30 

103 

2 

1 

0 

0 

1 

0 

103 

58 

2 

0 

0 

0 

0 

1 

59 

118 

0 

1 

0 

0 

0 

0 

117 

6 

0 

0 

0 

0 

0 

0 

6 

20 

0 

0 

0 

0 

0 

0 

20 

68 

1 

2 

0 

0 

0 

0 

67 

42 

0 

0 

0 

0 

0 

0 

42 

108 

0 

1 

0 

0 

0 

1 

106 

16 

0 

0 

0 

0 

0 

0 

16 

44 

0 

0 

0 

0 

3 

0 

41 

138 

1 

1 

0 

0 

0 

0 

138 

218 

2 

6 

0 

0 

3 

2 

209 

8 

0 

0 

0 

0 

0 

0 

8 

174 

1 

1 

0 

0 

0 

0 

174 

5 

0 

0 

0 

0 

0 

0 

5 

22 

0 

1 

0 

0 

0 

0 

21 

25 

0 

0 

0 

0 

0 

0 

25 

59 

0 

0 

0 

0 

0 

0 

59 

1,072 

6 

54 

0 

5 

2 

6 

1,011 

7 

0 

0 

0 

0 

0 

0 

7 

12 

0 

0 

0 

0 

0 

0 

12 

49 

0 

0 

0 

0 

0 

0 

49 

24 

0 

0 

0 

0 

0 

0 

24 

97 

0 

1 

0 

0 

0 

0 

96 

119 

2 

1 

0 

0 

0 

0 

120 

39 

0 

0 
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0 

0 

0 

39 

4,863* 

37 

111 

3 

5 

11 

19 

4,751 

Alabama . 

Alaska 

Arizona . 

Arkansas  . 

California . 

Colorado 

Connecticut . 

Delaware . 

District  of  Columbia 
Florida . 


Georgia  . 
Hawaii  .  . 
Idaho  .  . 
Illinois  .  . 
Indiana  . 
Iowa 

Kansas  . 
Kentucky 
Louisiana 
Maine  .  .  . 


Maryland 
Massachusetts  , 
Michigan 
Minnesota  ... 
Mississippi  .... 

Missouri . 

Montana  . 

Nebraska 

Nevada 

New  Hampshire 


New  Jersey 
New  Mexico  .  . 
New  York  ... 
North  Carolina 
North  Dakota 

Ohio . 

Oklahoma 

Oregon . 

Pennsylvania 
Rhode  Island 


South  Carolina 
South  Dakota 
Tennessee 

Texas  . 

Utah . 

Vermont . 

Virginia . 

Washington 
West  Virginia 
Wisconsin , 
Wyoming 


United  States 


NOTES:  Organized  and  opened  for  business  includes  all  state  banks  converted  to  national  banks  as  well  as  all  newly  formed  national  banks 
The  title  "merged"  is  a  generic  term  and  includes  all  mergers,  consolidations  and  purchase  and  assumptions  where  the  resulting  institu 
tion  is  a  nationally  chartered  bank  Also  included  in  this  column  are  immediate  FDIC  assisted  merger  transactions  where  the  resulting 
institution  is  a  nationally  chartered  bank. 

Voluntary  liquidations  include  only  straight  liquidations  of  national  banks  No  liquidations  pursuant  to  a  purchase  and  assumption  trans 
action  are  included  in  this  total  Liquidations  resulting  from  purchase  and  assumptions  are  included  in  the  merged  columns 
Payouts  include  all  failed  national  banks  where  FDIC  is  named  receiver  and  no  other  depository  institution  is  named  as  successor 
‘The  number  of  total  banks  differs  from  the  number  published  previously  because  of  reporting  delays 
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Federal  branches  and  agencies  of  foreign  banks,  by  state 
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Applications  for  national  bank  charters,  January  1  to  June  30,  1987 


Received 

Approved 

Denied 

Charters 

issued 

State-chartered 

banks 

converted  to 
national  banks 

Trust 

companies' 

Nonbank 

banks' 

Alabama . 

1 

0 

0 

0 

0 

0 

0 

Alaska . 

0 

0 

0 

0 

0 

0 

0 

Arizona . 

0 

0 

0 

0 

1 

0 

0 

Arkansas  . 

0 

0 

1 

1 

1 

0 

0 

California  . 

8 

6 

1 

2 

1 

0 

0 

Colorado . 

0 

0 

0 

0 

0 

0 

0 

Connecticut . 

1 

1 

0 

0 

0 

0 

0 

Delaware . 

0 

0 

0 

1 

0 

0 

0 

District  of  Columbia . 

1 

4 

1 

0 

0 

0 

0 

Florida . 

5 

3 

3 

6 

1 

1 

0 

Georgia . 

6 

2 

0 

1 

0 

0 

0 

Hawaii . 

0 

0 

0 

0 

0 

0 

0 

Idaho . 

0 

0 

0 

0 

0 

0 

0 

Illinois  . 

0 

0 

0 

0 

0 

0 

0 

Indiana  . 

0 

0 

0 

0 

0 

0 

0 

Iowa . 

0 

1 

0 

0 

0 

0 

0 

Kansas  . 

1 

1 

0 

0 

0 

0 

0 

Kentucky . 

0 

0 

0 

0 

1 

0 

0 

Louisiana . 

0 

0 

0 

0 

0 

0 

0 

Maine  . 

0 

0 

0 

0 

0 

0 

0 

Maryland  . 

2 

1 

0 

1 

0 

1 

0 

Massachusetts  . 

4 

1 

0 

0 

0 

1 

0 

Michigan  . 

0 

1 

0 

1 

0 

0 

0 

Minnesota . 

0 

0 

0 

1 

0 

0 

0 

Mississippi . 

0 

0 

0 

0 

0 

0 

0 

Missouri . 

2 

0 

0 

2 

0 

0 

0 

Montana . 

0 

0 

0 

2 

0 

0 

0 

Nebraska . 

0 

0 

0 

0 

0 

0 

0 

Nevada  . 

0 

0 

0 

0 

0 

0 

0 

New  Hampshire  . 

0 

0 

0 

0 

0 

0 

0 

New  Jersey . 

3 

0 

0 

1 

0 

0 

0 

New  Mexico . 

0 

0 

0 

0 

0 

0 

0 

New  York . 

1 

1 

0 

0 

0 

0 

0 

North  Carolina . 

0 

0 

0 

0 

0 

0 

0 

North  Dakota . 

0 

0 

0 

0 

0 

0 

0 

Ohio  . 

0 

0 

0 

1 

0 

0 

0 

Oklahoma . 

0 

0 

0 

2 

0 

0 

0 

Oregon . 

0 

0 

0 

0 

0 

0 

0 

Pennsylvania . 

0 

1 

0 

1 

0 

0 

0 

Rhode  Island . 

1 

0 

0 

0 

0 

0 

0 

South  Carolina  . 

4 

2 

0 

0 

0 

0 

0 

South  Dakota  . 

0 

0 

0 

0 

0 

0 

0 

Tennessee  . 

1 

1 

0 

0 

0 

0 

0 

Texas  . 

1 

4 

1 

6 

0 

0 

0 

Utah  . 

0 

0 

0 

0 

0 

0 

0 

Vermont . 

0 

0 

0 

0 

0 

0 

0 

Virginia . 

2 

2 

0 

0 

0 

0 

0 

Washington  . 

1 

1 

0 

0 

0 

0 

0 

West  Virginia  . 

0 

0 

0 

0 

0 

0 

u 

Wisconsin . 

1 

0 

0 

1 

1 

0 

0 

Wyoming . 

0 

0 

0 

0 

0 

0 

0 

Total  . 

46 

33 

7 

31 

6 

3 

0 

’These  figures  are  included  in  the  figures  for  received,  approved,  denied  and  charters  issued 
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Applications  for  new  national  bank  charters,  approved  and  rejected,  by  states,  January  1  to  June  30,  1987 


Approved  Re/ected 


ARKANSAS 

Columbia  National  Bank, 
Magnolia 


1/20 


IOWA 

Dial  National  Bank, 
Des  Moines 


CALIFORNIA 

Rancho  Dominguez  Bank, 

National  Association, 

Carson  1/30 

Gold  Country  Bank, 

National  Association, 

Grass  Valley  .  4/14 

Bank  of  Lake  County, 

National  Association, 

Lakeport  .  .  .  .  .  4/14 

Citizens  Bank  of  Paso  Robles, 

National  Association, 

Paso  Robles .  6/11 

Petaluma  National  Bank, 

Petaluma  .  . 

Bank  of  Mendocino  County, 

National  Association, 

Ukiah .  4/14 

CONNECTICUT 

Baybank  Connecticut,  National  Association, 
Farmington .  4/24 

DISTRICT  OF  COLUMBIA 

Columbia  National  Bank, 

Washington  .  1/19 

Credit  International  Bank,  National 
Association, 

Washington .  5/4 

First  Liberty  National  Bank, 

Washington .  5/19 

Prescott  Merchant  Bank, 

Washington  .  2/9 

Regency  Bank, 

Washington .  . 


FLORIDA 

Citrus  National  Bank, 

Crystal  River  .  5/15 

Commerce  National  Bank 

of  America,  Dama .  . 

Enterprise  National  Bank  of  Jacksonville, 
Jacksonville .  4/2 


Commerce  National  Bank, 
Longwood 

Florida  Trust  Investment  Bank, 
National  Association,  Miami 
Community  National  Bank  of 


Sarasota  County  Venice  .  2/5 

GEORGIA 

Vmings  Bank  &  Trust, 

National  Association,  Atlanta  5/4 

The  Enterprise  National  Bank  of  Atlanta 
Atlanta  .  3/12 


KANSAS 

Community  National  Bank, 

Chanute . 

MARYLAND 

Montgomery  National  Bank, 

Bethesda . 

MASSACHUSETTS 

Massachusetts  National  Bank, 

Boston . 

MICHIGAN 

NBD  Battle  Creek,  National  Association, 
Battle  Creek . 


NEW  YORK 

Key  Bank  USA  National  Association, 
Albany  . 

PENNSYLVANIA 

Newmarket  National  Bank, 

Fort  Washington  . 

SOUTH  CAROLINA 

Orangeburg  National  Bank, 

Orangeburg  . 

Enterprise  National  Bank, 

Rock  Hill  . 


5/4 


6/25 


1/2 

4/30 


TENNESSEE 

Brentwood  National  Bank, 
Brentwood . 

TEXAS 

First  National  Bank  of  Aubrey, 

Aubrey . 

First  National  Bank  of  Cedar  Hill, 
Cedar  Hill . 

VIRGINIA 

National  Enterprise  Bank  of  Virginia, 

McLean  . 

Bank  2000  of  Reston, 

National  Association, 

Reston  . 


WASHINGTON 

Redmond  National  Bank, 
Redmond . 


Approved  Re/ected 

5/27 

4/30 

1/22 

4/3 

3/17 

2/11 

3/3 

1/26 

5/14 

6/8 

6/10 

1/21 

5/6 

4/15 

6/3 
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New  national  bank  charters  issued,  by  states,  January  1  to  June  30,  1987 


Charier 

number 

Date 

open 

Title  and  location  of  bank 

21206 

6/5 

ARKANSAS 

The  Bank  of  Fayetteville,  National 

18731 

3/16 

Association,  Fayetteville 

CALIFORNIA 

Bank  of  the  Desert,  National  Association, 

21482 

3/20 

La  Quinta 

Colonial  Bank,  National  Association, 

18738 

2/4 

Orange 

DELAWARE 

Equibank  (Delaware)  National  Association, 

21268 

6/1 

Wilmington 

FLORIDA 

Jefferson  National  Bank,  Boca  Raton 

20612 

2/2 

Delta  National  Bank  and  Trust  Company 

21002 

1/20 

of  Florida,  Miami 

Liberty  National  Bank  of  Orlando,  Orlando 

21401 

6/1 

Gadsden  National  Bank,  Quincy 

21260 

3/9 

First  Wisconsin  Trust  Company  of  Florida, 

21230 

4/1 

National  Association,  West  Palm  Beach 
Central  National  Bank,  Winter  Park 

21411 

6/1 

GEORGIA 

The  Enterprise  National  Bank  of  Atlanta, 

21448 

2/5 

Unmcorp  Fulton  Co. 

KANSAS 

Union  Boulevard  National  Bank,  Wichita 

21312 

6/15 

MARYLAND 

Montgomery  National  Bank,  Bethesda 

18742 

6/15 

MICHIGAN 

NBD  Battle  Creek,  National  Association, 

21282 

3/4 

Battle  Creek 

MINNESOTA 

Valley  National  Bank,  Apple  Valley 

Charter 

number 

Date 

open 

Title  and  location  of  bank 

21071 

1/28 

MISSOURI 

Northland  National  Bank,  Gladstone 

18734 

2/9 

Heritage  National  Bank,  Shrewsbury 

21501 

4/9 

MONTANA 

Peoples  Bank  of  Deer  Lodge,  National 

21156 

5/18 

Association,  Deer  Lodge 

Bankwest.  National  Association,  Kalispell 

21174 

4/13 

NEW  JERSEY 

Mid-Jersey  National  Bank,  Somerville 

21319 

6/1 

OHIO 

1st  National  Community  Bank,  St,  Clair 

21429 

1/8 

Township 

OKLAHOMA 

The  Security  National  Bank  and  Trust 

21487 

3/26 

Company  of  Norman,  Norman 

First  National  Bank  and  Trust  Company, 

21118 

4/13 

Perry 

PENNSYLVANIA 

Equitable  National  Bank,  Upper  Darby 

21466 

2/26 

TEXAS 

First  National  Bank  of  Crosby,  Crosby 

18748 

1/26 

First  National  Bank,  Fredericksburg 

21017 

4/15 

Houston  Metropolitan  Bank,  National 

20542 

Ml 

Association,  Houston 

First  Texas  Bank-lrving,  National 

21478 

3/12 

Association,  Irving 

First  National  Bank  of  Olney,  Olney 

21010 

5/28 

First  National  Bank  of  Red  Oak,  Red  Oak 

18732 

3/5 

WISCONSIN 

Marine  Bank  of  Mt.  Pleasant,  National 

Association,  Mt,  Pleasant 
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State-chartered  banks  converted  to  national  banks,  by  states,  January  1  to  June  30,  1987 


Title  and  location  of  bank 

Effective  date 

Total  assets 

ARIZONA 

Zions  First  National  Bank  (21383),  conversion  of  Mesa  Bank.  Mesa 

5/1 

$  27,755,000 

ARKANSAS 

Union  National  Bank  of  Arkansas  (21287),  conversion  of  Bank  of  Waldo,  Waldo 

3/12 

9,609,852,000 

CALIFORNIA 

Sequoia  National  Bank  (21337),  conversion  of  Sequoia  Savings  Bank,  FSB,  San  Francisco 

3/2 

13,640,000 

FLORIDA 

Colonial  Savings  Bank.  National  Association  (21324),  conversion  of  Colonial  Savings  and 

Loan  Association,  Ocala  . 

1/2 

20,593,212,000 

KENTUCKY 

Corinth  Deposit  National  Bank  (21358),  conversion  of  Corinth  Deposit  Bank,  Corinth . 

5/1 

5,773,000 

WISCONSIN 

Citizens  Bank,  National  Association  (21289),  conversion  of  Citizens  State  Bank,  Shawano 

M2 

104,045,000 
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Mergers  *,  January  1  to  June  30,  1987 


Transactions  involving  two 
or  more  operating  banks 

Transactions  involving  a 
single  operating  bank 

Total 

Received 

175 

50 

225 

Approved . 

123 

33 

165 

Denied  . 

0 

1 

1 

Abandoned  . 

7 

3 

10 

Consummated  . 

119 

40 

159 

Mergers  is  a  generic  term  which  includes  mergers,  consolidations  and  purchases  and  assumptions. 
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Mergers  consummated  involving  two  or  more  operating  banks,  January  1  to  June  30,  1987 

(Dollar  amounts  in  thousands) 


Date 

Consummated 

Merging  Banks 

Resulting  Bank 

Total  Assets 

ALABAMA 

First  State  Bank  of  Atmore  Atmore  . 

$  11,770 

The  First  National  Bank  of  Atmore  Atmore  (10697)  . 

69,318 

February  19 

The  First  National  Bank  of  Atmore,  Atmore  (10697) . 

81,088 

CALIFORNIA 

First  Sierra  Bank,  Mammoth  Lakes  . 

NA 

Security  Pacific  National  Bank,  Los  Angeles  (2491) . 

47,582,702 

January  23 

Security  Pacific  National  Bank,  Los  Angeles  (2491)  . 

Diablo  Bank,  Danville  . 

110,000 

Security  Pacific  National  Bank,  Los  Angeles  (2491)  . 

44,297.000 

February  28 

Security  Pacific  National  Bank,  Los  Angeles  (2491) . 

44,407.000 

Colonial  Bank,  National  Association,  Orange  (21482) . 

NA 

New  City  Bank,  Orange . 

26,049 

March  20 

Colonial  Bank,  National  Association,  Orange  (21482) . 

First  National  Bank,  San  Diego  (17129) . 

225,097 

National  Bank  of  Fairbanks  Ranch,  Del  Mar  (18461)  . 

34,730 

National  Bank,  La  Jolla  (17119) . 

157,839 

May  29 

First  National  Bank,  San  Diego  (17129) . 

417,666 

COLORADO 

Market  National  Bank,  Denver  (17558) . 

8,724 

The  Women's  Bank,  National  Association,  Denver  (16723)  . 

53,664 

February  5 

The  Women's  Bank,  National  Association,  Denver  (16723)  . 

NA 

North  American  National  Bank,  Littleton  (17820) . 

9,516 

Firstbank  of  Colorado,  National  Association,  Littleton  (16492)  . 

27,896 

May  7 

Firstbank  of  Colorado,  National  Association,  Littleton  (16492)  . 

NA 

South  Denver  National  Bank,  Glendale  (15118) . 

59,565 

First  National  Bank  of  Southeast  Denver,  Denver  (17757) . 

70,662 

June  25 

First  National  Bank  of  Southeast  Denver,  Denver  (17757)  . 

First  National  Bank  in  Walsenburg,  Walsenburg  (14826) . 

31,573 

First  Walsenburg  Industrial  Bank,  Walsenburg . 

1,059 

June  30 

First  National  Bank  in  Walsenburg,  Walsenburg  (14826)  . 

32,543 

FLORIDA 

Citizens  and  Southern  National  Bank  of  Port  Charlotte  Port  Charlotte  (16800) . 

62,684 

Citizens  and  Southern  Bank  of  Manatee  County,  Palmetto . 

154,563 

Citizens  and  Southern  Bank  of  Pasco  County,  Pasco  County  . 

65,658 

Citizens  and  Southern  Bank  of  Orlando,  Orlando . 

92,906 

Citizens  and  Southern  National  Bank  of  Sarasota,  Sarasota  (15107) . 

412,449 

Citizens  and  Southern  National  Bank  of  St.  Petersburg,  St.  Petersburg  (15507) . 

771,328 

Citizens  and  Southern  National  Bank  of  Florida,  Fort  Lauderdale  (14376) . 

962,314 

Citizens  and  Southern  National  Bank  of  Lee  County,  Fort  Myers  (15666) .  . 

852,390 

Citizens  and  Southern  Bank  of  Brevard,  Melbourne  . 

122,677 

Citizens  and  Southern  National  Bank  of  Collier  County,  Naples  (14770)  . 

338,975 

Citizens  and  Southern  Bank  of  Tampa,  Tampa . 

348,219 

January  1 

Citizens  and  Southern  National  Bank  of  Florida,  Fort  Lauderdale  (14376) . 

4,184,163 

Bank  of  the  Islands,  San. Pel  —  Captiva,  Sambel  . 

103,545 

Citizens  and  Southern  National  Bank  of  Fort  Lauderdale,  Fort  Lauderdale  (14376) . 

4,184,163 

First  National  Bank  Seminole  County,  Longwood  (20294)  . 

15,700 

Community  National  Bank  Osceola  County,  Kissimmee  (18215)  . 

17,149 

First  National  Bank,  Winter  Park,  Winter  Park  (16212)  . 

237,613 

January  1 

Citizens  and  Southern  National  Bank  of  Florida,  Fort  Lauderdale  (14376) . 

4,558,170 

Sun  Bank/Okeechobee,  Okeechobee 

35,077 

Sun  Bank/Desoto  County,  National  Association.  Arcadia  (8728) . 

49,052 

Sun  Bank/Highlands  County  National  Association,  Avon  Park  (17858) 

47,462 

January  31 

Sun  Bank/South  Central  Florida,  National  Association,  Highlands  County  (8728) 

131,591 

Security  National  Bank,  Fort  Myers  (17971) . 

52,811 

First  Union  National  Bank  of  Florida.  Jacksonville  (6888) 

6,296,574 

February  1 

First  Union  National  Bank  of  Florida.  Jacksonville  (6888) . 

6  472.144 

First  Union  National  Bank  of  Florida,  Jacksonville  (6888) 

6.296.574 

Collier  Bank  Naples  .  . 

38,812 

February  1 

First  Union  National  Bank  of  Florida,  Jacksonville  (6888) 

6,427,144 

The  County  Bank.  Manatee  County 

59,800 

NCNB  National  Bank  of  Florida,  Tampa  (17775) 

9.301,835 

February  13 

NCNB  National  Bank  of  Florida,  Tampa  (17775) 

9,465.835 

Sun  First  National  Bank  of  Defumak  Springs,  De  Fumak  Springs  (7404) 

37,622 

Sun  Bank/West  Florida  National  Association  Pensacola  (14909) 

164,918 

March  1 

Sun  Bank/West  Florida  National  Association,  Pensacola  (14909) 

202,540 
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Mergers  consummated  involving  two  or  more  operating  banks,  January  1  to  June  30,  1987  —  continued 

(Dollar  amounts  in  thousands) 


Date 

Consummated 

Merging  Banks 

Resulting  Bank 

Total  Assets 

Southeast  Bank,  National  Association,  Miami  (15638) . 

11,095.719 

The  Bank  of  Miami,  Miami . 

355,962 

April  15 

Southeast  Bank,  National  Association,  Miami  (15638) . 

11.429,798 

American  National  Bank  of  Florida,  Jacksonville  (14464) . 

380,625 

American  National  Bank  of  Clay  County,  Orange  Park  (20684) 

2,386 

April  15 

American  National  Bank  of  Florida,  Jacksonville  (14464) . 

382,807 

Commerce  National  Bank,  Naples  (17695) . 

35,398 

First  Union  National  Bank  of  Florida,  Jacksonville  (6888) . 

6.148.807 

May  6 

First  Union  National  Bank  of  Florida,  Jacksonville  (17695) . 

6.294.957 

Hamilton  County  Bank,  Jasper ....... 

31.073 

The  First  National  Bank  of  Live  Oak,  Live  Oak  (6055) . 

82,669 

May  22 

Barnett  Bank  of  Suwannee  Valley,  National  Association,  Live  Oak  (6055) . 

112,006 

City  National  Bank  of  Miami,  Miami  (14718) . 

423,421 

City  National  Bank  of  Florida,  Hallandale  (15977) . 

100,599 

May  31 

City  National  Bank  of  Florida,  Miami  (15977)  . 

518.966 

North  Port  Bank,  North  Port . 

70.899 

First  Union  National  Bank  of  Florida,  Jacksonville  (6888)  ...... 

7,015.032 

June  1 

First  Union  National  Bank  of  Florida,  Jacksonville  (17695) . 

GEORGIA 

7,154.215 

Bank  of  Barrow,  Winder . 

98.538 

Bank  South,  National  Association,  Atlanta  (9617) . 

2,672,918 

February  9 

Bank  South,  National  Association,  Atlanta  (9617) . 

2,771,456 

First  Union  National  Bank  of  Georgia,  Clarkston  (21161) . 

45,547 

First  Georgia  Bank,  Atlanta . 

924.263 

February  17 

First  Union  National  Bank  of  Georgia,  Atlanta  (21161) . 

969.810 

First  Union  National  Bank  of  Georgia,  Clarkston  (21161) . 

988.715 

Georgia  State  Bank,  Mableton . 

178.682 

May  15 

First  Union  National  Bank  of  Georgia,  Atlanta  (21161) . 

1.167,397 

First  American  Bank  of  Walton,  Monroe  . 

74.792 

The  First  National  Bank  of  Atlanta,  Atlanta  (1559) . 

7,386,918 

June  10 

The  First  National  Bank  of  Atlanta,  Atlanta  (1559) . 

ILLINOIS 

7.461,710 

The  Millikin  National  Bank  of  Decatur,  Decatur  (5089) . 

250.292 

Northtown  Bank  and  Trust,  Decatur . 

87.183 

January  1 

The  Millikin  National  Bank  of  Decatur,  Decatur  (5089) . 

337.475 

Fairview  Heights  Community  Bank.  Fairview  Heights . 

38,335 

First  National  Bank  of  Belleville,  Belleville  (2154), 

399.201 

January  1 

First  National  Bank  of  Belleville,  Belleville  (2154) . 

437,536 

The  National  Bank  of  Canton,  Canton  (13838) 

84.336 

State  Bank  of  Cuba,  Cuba . 

18,275 

January  9 

The  National  Bank  of  Canton,  Canton  (13838) . 

NA 

United  Bank  of  Loves  Park,  Loves  Park 

79,960 

United  Bank  of  Illinois,  National  Association,  Rockford  (14533) 

143,550 

United  Bank  of  Southgate,  Rockford 

37,711 

January  30 

United  Bank  of  Illinois,  National  Association,  Rockford  (14533) 

261,221 

The  Lewistown  Bank,  Lewistown . 

1 5,254 

The  National  Bank  of  Canton,  Canton  (13838) 

84.336 

February  27 

The  National  Bank  of  Canton,  Canton  (13838) 

INDIANA 

The  Farmers  National  Bank  of  Remington,  Remington  (11355) 

34,717 

Lafayette  National  Bank,  Lafayette  (14175) 

368  232 

January  29 

Lafayette  National  Bank,  Lafayette  (14175) 

NA 

Gainer  Bank,  National  Association,  Gary  (14468) 

666,568 

Hoosier  State  Bank  of  Indiana,  Hammond 

128,892 

February  28 

Gainer  Bank,  National  Association,  Gary  (14468) 

793.931 

The  National  City  Bank  of  Evansville,  Evansville  (12132) 

345,089 

Chandler  State  Bank,  Chandler 

20  520 

June  26 

The  National  City  Bank  of  Evansville,  Evansville  (12132) 

IOWA 

361 ,062 

The  First  National  Bank  of  Clarion,  Clarion  (3796) 

58  663 

Latimer  Bank  &  Trust,  Latimer 

21 ,523 

January  15 

The  First  National  Bank  of  Clarion,  Clarion  (3796) 

80,186 

Hawkeye  Bank  and  Trust,  Camanche 

1 1 ,503 

The  Clinton  National  Bank,  Clinton  (994) 

128,187 

April  10 

The  Clinton  National  Bank,  Clinton  (994) 

138  825 
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Mergers  consummated  involving  two  or  more  operating  banks,  January  1  to  June  30,  1987  —  continued 

(Dollar  amounts  in  thousands) 


Date 

Consummated 

Merging  Banks 

Resulting  Bank 

Total  Assets 

KANSAS 

Boulevard  State  Bank,  Wichita .  . 

102,271 

Union  Boulevard  National  Bank,  Wichita  (21448) 

NA 

February  5 

Union  Boulevard  National  Bank,  Wichita  (21448) . 

First  National  Bank  &  Trust  Company,  El  Dorado  (6494) 

70,384 

The  Benton  State  Bank.  Benton . 

9,417 

June  1 1 

First  National  Bank  &  Trust  Company,  El  Dorado  (6494) . 

NA 

LOUISIANA 

Guaranty  Bank  &  Trust  Company,  Alexandria  . 

389,643 

Hibernia  National  Bank  in  Baton  Rouge,  Baton  Rouge  (14462) . 

742,853 

Southwest  National  Bank  of  Lafayette,  Lafayette  (16817) . 

99,559 

Hibernia  National  Bank  in  Jefferson  Parrish,  Metairie  (20517) . 

215,536 

Hibernia  National  Bank,  New  Orleans  (13688)  . 

2,526,029 

January  1 

Hibernia  National  Bank,  New  Orleans  (13688)  .  .  .  . 

3,887,365 

Hub  City  Bank  and  Trust  Company,  Lafayette 

37,978 

Hibernia  National  Bank,  New  Orleans  (13688) . 

2,813,793 

February  20 

Hibernia  National  Bank,  New  Orleans  (13688)  . 

NA 

Whitney  National  Bank  in  Jefferson  Parish,  Jefferson  (14753) . 

351,934 

Whitney  National  Bank,  New  Orleans  (14977) . 

2,565,603 

May  1 

Whitney  National  Bank,  New  Orleans  (14977) . 

2,860,000 

Bank  of  Oak  Grove,  Oak  Grove . 

24,019 

West  Carroll  National  Bank  of  Oak  Grove,  Oak  Grove  (14593)  . 

35,120 

May  22 

West  Carroll  National  Bank  of  Oak  Grove,  Oak  Grove  (14593)  . 

NA 

MICHIGAN 

First  of  America  Bank  —  Grand  Rapids,  National  Association,  Grand  Rapids  (16296) . 

39,240 

First  of  America  Bank  —  Michigan  National  Association,  Kalamazoo  (191)  . 

816,151 

January  1 

First  of  America  Bank-Michigan,  National  Association,  Kalamazoo  (191) . 

855,391 

Michigan  National  Bank  —  Farmington,  Farmington  Hills  (16660) . 

53,474 

Michigan  National  Bank  of  Detroit,  Farmington  Hills  (16037) . 

329,295 

Michigan  National  Bank-Mid  Michigan,  Flint  (16387)  . 

220,950 

Michigan  National  Bank  —  South  Metro,  Dearborn  (15527) . 

507,220 

Michigan  National  Bank,  Lansing  (14032) . 

1,715,158 

Michigan  National  Bank  —  West,  Kalamazoo  (15403)  . 

186,521 

Michigan  National  Bank-West  Metro,  Livonia  (16274) . 

74,1 12 

Michigan  National  Bank-West  Oakland,  Novi  (15444) . 

349,679 

Michigan  National  Bank  —  Valley,  Midland  (16707) . 

86,387 

Michigan  National  Bank  —  Sterling,  Sterling  Heights  (16974)  . 

245,842 

Michigan  National  Bank  —  North  Metro,  Troy  (16234) 

321,558 

Michigan  National  Bank  of  Macomb,  Warren  (14948) . 

2,000,716 

Michigan  National  Bank  —  Central,  Wyoming  (16785)  . 

60,770 

Michigan  Bank  —  Port  Huron,  Port  Huron  (15899) . 

88,683 

Michigan  Bank  —  Port  Huron,  Port  Huron  . 

335,869 

Michigan  National  Bank  —  Oakland,  Southfield  (15008) . 

419,519 

March  2 

Michigan  National  Bank,  Farmington  Hills  (16660) . 

7,309,636 

Manufacturers  Bank  of  Novi,  Novi . 

32,525 

Manufacturers  Bank  of  Livonia,  Livonia . 

109,572 

Manufacturers  National  Bank  of  Detroit,  Detroit  (13738) . 

6,390,733 

Manufacturers  Bank  of  Southfield,  N  A  ,  Southfield  (15167) . 

220,409 

Manufacturers  Bank  of  the  Shores,  St.  Clair  Shores . 

82,506 

May  1 

Manufacturers  National  Bank  of  Detroit,  Detroit  (13738) . 

6,788,822 

MINNESOTA 

Sandstone  State  Bank.  Sandstone 

11,903 

First  National  Bank  of  Askov,  Askov  (16871) . 

11,275 

January  1 

First  National  Bank  of  North  Pine  County,  Sandstone  (16871) . 

23,178 

State  Bank  of  Cologne.  Cologne 

16.423 

The  First  National  Bank  of  Wacoma,  Waconia  (11410) . 

51.914 

January  1 

The  First  National  Bank  of  Waconia,  Waconia  (11410) 

68,313 

The  First  National  Bank  of  Elbow  Lake,  Elbow  Lake  (4617) 

14,157 

The  First  National  Bank  of  Fergus  Falls,  Fergus  Falls  (2030) 

67.470 

May  11 

The  First  National  Bank  of  Fergus  Falls,  Fergus  Falls  (2030) 

NA 

First  National  Bank  of  Long  Prairie.  Long  Prairie  (15037) 

55.020 

Todd  County  State  Bank,  Long  Prairie 

15.410 

May  14 

First  National  Bank  of  Long  Prairie.  Long  Prairie  (15037) 

NA 

Lanesboro  State  Bank.  Lanesboro 

7.503 

The  Goodhue  County  National  Bank  of  Red  Wing.  Red  Wing  (7307) 

1 10.946 

June  26 

The  Goodhue  County  National  Bank  of  Red  Wing,  Red  Wing  (7307) 

1 18.449 
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MISSISSIPPI 


April  30 


May  30 


The  Citizens  National  Bank  of  Meridian,  Meridian  (7266) 

The  Stonewall  Bank,  Quitman . 

The  Citizens  National  Bank  of  Meridian,  Meridian  (7266) 
Security  State  Bank,  Starkville 
Deposit  Guaranty  National  Bank,  Jackson  (15548)  . 
Deposit  Guaranty  National  Bank,  Jackson  (15548)  . 


258,545 

10,890 

269,435 

159,744 

2,172,288 

3,140,709 


March  6 


May  18 


MISSOURI 

Mercantile  Bank  of  Northwest  County,  National  Association,  Hazelwood  (18359) 
Mercantile  Bank  National  Association,  St,  Louis  (21073) 

Mercantile  Bank  National  Association,  St.  Louis  (21073) 

Centerre  Bank  of  Pacific,  Pacific  . 

Centerre  Bank  of  Crystal  City,  Crystal  City  . 

Centerre  Bank  National  Association,  St.  Louis  (17304) 

Centerre  Bank  National  Association,  St.  Louis  (17304) 


22,327 

4,259,701 

4,278,101 

48,515 

59,817 

3,513,964 

3,622,296 


April  9 


May  13 


MONTANA 

Deer  Lodge  Bank  and  Trust  Company,  Deer  Lodge . 

Peoples  Bank  of  Deer  Lodge,  National  Association,  Deer  Lodge  (21501) 
Peoples  Bank  of  Deer  Lodge,  National  Association,  Deer  Lodge  (21501) 

First  National  Bank  in  Libby,  Libby  (15150) . 

United  Bank,  Libby . 

First  National  Bank  in  Libby,  Libby  (15150)  . 


15,166 

NA 

45,014 

15,369 

NA 


January  30 


NEBRASKA 

The  Sioux  National  Bank  of  Harrison,  Harrison  (12552) 

Sidney  National  Bank,  Sidney  (14677)  . 

Security  National  Bank,  Sidney  (12552) 


15,400 

30,521 

45,930 


June  5 


June  30 


NEW  JERSEY 


First  Fidelity  Bank, 
First  Fidelity  Bank, 
First  Fidelity  Bank, 
First  Fidelity  Bank, 
First  Fidelity  Bank, 
First  Fidelity  Bank, 


National  Association  New  Jersey,  Newark  (1452) 

National  Association,  Tenafly  (12014) . 

National  Association,  New  Jersey,  Newark  (1452)  . 
National  Association,  North  Jersey,  Totowa  (12990) 
National  Association,  West  Jersey,  Succasunna  (860) 
National  Association,  North  Jersey,  Totowa  (12990) 


9,414,642 

650,466 

10,054,395 

1,563,241 

637,223 

2,100,464 


April  1 


April  1 


April  1 


January  23 


May  8 


January  1 


May  17 


NEW  YORK 

The  Bath  National  Bank,  Bath  (10235) . 

The  First  National  Bank  of  Wayland,  Wayland  (5196) 

The  Bath  National  Bank,  Bath  (10235) . 

The  Bath  National  Bank,  Bath  (10235) . 

Dundee  State  Bank,  Dundee 

The  Bath  National  Bank,  Bath  (10235) 

Norstar  Bank,  National  Association,  Buffalo  (15080) 

Norstar  Bank,  Rochester . 

Norstar  Bank,  National  Association,  Buffalo  (15080) 

NORTH  CAROLINA 

First  Charter  National  Bank,  Concord  (3903) 

Merchants  &  Farmers  Bank,  Landis . 

First  Charter  National  Bank,  Concord  (3903) 

NORTH  DAKOTA 

The  Ramsey  National  Bank  and  Trust  Co  of  Devils  Lake,  Devils  Lake  (5886) 

Farmers  State  Bank,  Maddock . 

The  Ramsey  National  Bank  and  Trust  Co  of  Devils  Lake,  Devils  Lake  (5886) 

OHIO 

Heritage  National  Bank  &  Trust  Co.,  Trust  Company,  Piqua  (1006) 

The  Miami  Citizens  National  Bank  &  Trust  Company,  Piqua  (1061) 

Citizens  Heritage  Bank,  National  Association,  Piqua  (1061) 

Society  Bank  of  Northwest  Ohio,  Port  Clinton 
Society  National  Bank,  Cleveland  (14761) 

Society  National  Bank,  Cleveland  (14761) 


94,174 

25,136 

119,310 

94,340 

30,827 

125,167 

1,764,521 

1.324,325 

3,088,846 


139,719 

24.425 

164,144 


58  528 
1 1,864 
NA 


H5.403 

135,045 

250.448 

80.094 

5.130.842 

5.210,936 
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Society  National  Bank,  Cleveland  (14761)  . 

5,130.842 

Society  Bank  of  the  Firelands,  Vermillion  . 

124,988 

May  18 

Society  National  Bank,  Cleveland  (14761) 

OKLAHOMA 

5,255,830 

The  Security  National  Bank  and  Trust  Company  of  Norman,  Norman  (12036) 

198,716 

The  Security  National  Bank  and  Trust  Company  of  Norman,  Norman  (21429) 

NA 

January  8 

The  Security  National  Bank  and  Trust  Company  of  Norman,  Norman  (21429) 

The  First  National  Bank  of  Maysville,  Maysville  (8999) 

20,833 

The  First  National  Bank  of  Rush  Springs,  Rush  Springs  (8336) 

12.827 

January  15 

First  National  Bank,  Maysville  (8999) 

NA 

First  Heritage  National  Bank,  Wynnewood,  Davis  (5126) 

32,770 

Heritage  National  Bank,  Davis  (18634)  . 

5,799 

January  21 

First  Heritage  National  Bank,  Davis  (5126)  .  .  .  . 

38,207 

First  National  Bank  and  Trust  Company,  Frederick  (13760) 

52,158 

National  Bank  of  Frederick,  Frederick  (14392) 

23,821 

January  22 

First  National  Bank  and  Trust  Company,  Frederick  (13760) 

NA 

Peoples  State  Bank  &  Trust  Company,  Holdenville 

52,815 

The  Bank,  National  Association,  McAlester  (13770) 

125,629 

January  29 

The  Bank,  National  Association,  McAlester  (13770) 

NA 

Community  Bank,  Selling . 

5,144 

The  First  National  Bank  of  Selling,  Selling  (8615) 

47,308 

February  1 1 

The  First  National  Bank  of  Selling,  Selling  (8615) . 

NA 

First  National  Bank  of  Johnston  Co.,  Tishomingo  (18487)  .  .  . 

43,068 

American  National  Bank,  Durant  (17438) 

10,947 

February  25 

First  American  National  Bank,  Tishomingo  (18487) .  . 

54,119 

The  First  National  Bank  of  Sapulpa,  Sapulpa  (17552) . 

7,460 

The  American  National  Bank  and  Trust  Company  of  Sapulpa,  Oklahoma,  Sapulpa  (7788)  . 

1 11,439 

March  5 

American  National  Bank  and  Trust  Co.  of  Sapulpa,  Sapulpa  (7788) 

NA 

Expressway  Bank,  Oklahoma  City . 

19,089 

First  Interstate  Bank  of  Oklahoma,  National  Association,  Oklahoma  City  (21296) . 

NA 

March  13 

First  Interstate  Bank  of  Oklahoma.  National  Association,  Oklahoma  City  (21296) . 

The  Madill  Bank  and  Trust  Company,  Madill . 

39,630 

First  National  Bank  of  Johnston  Co.,  Tishomingo  (18487)  . 

43,068 

March  20 

First  American  National  Bank,  Tishomingo  (18487) . 

NA 

The  First  State  Bank  in  Billings,  Billings . 

10,151 

First  National  Bank  and  Trust  Company,  Perry,  Oklahoma,  Perry  (14020)  . 

60,716 

March  26 

First  National  Bank  and  Trust  Company,  Perry  (21487) . 

PENNSYLVANIA 

NA 

Peoples  Bank  of  Nanticoke,  Nanticoke  .  . 

21,779 

First  Eastern  Bank,  National  Association,  Wilkes-Barre  (30) . 

1,477,967 

March  4 

First  Eastern  Bank,  National  Association,  Wilkes-Barre  (30) . 

1,501,190 

Adams  County  National  Bank.  Gettysburg  (311) . 

291,221 

The  Bendersville  National  Bank,  Bendersville  (9114)  . 

19.808 

March  31 

Adams  County  National  Bank,  Gettysburg  (311) . 

SOUTH  CAROLINA 

311,029 

The  South  Carolina  National  Bank,  Columbia  (2044)  . 

4,155,131 

Bank  of  Fairfield,  Wmnsboro  . 

31  848 

May  1 

The  South  Carolina  National  Bank,  Charleston  (2044)  . 

4.182,878 

Southern  National  Bank  of  South  Carolina,  Columbia  (15134) . 

184,918,696 

Liberty  National  Bank,  Charleston  (16918)  . 

88,870,462 

June  30 

Southern  National  Bank  of  South  Carolina,  Columbia  (15134) . 

SOUTH  DAKOTA 

268,550,765 

Norwest  Bank  South  Dakota,  National  Association,  Sioux  Falls  (10592)  . 

1,457,091 

Norwest  Capital  Management  &  Trust  Co.,  Sioux  Falls . 

2,085 

March  30 

Norwest  Bank  South  Dakota,  National  Association,  Sioux  Falls  (10592)  . 

TEXAS 

1,459,163 

Texas  Commerce  Bank.  National  Association,  Houston  (10225)  . 

11,508,704 

Montgomery  County  Bank,  National  Association,  The  Woodlands  (15970) . 

48,494 

January  29 

Texas  Commerce  Bank,  National  Association,  Houston  (10225)  . 

NA 

Broadway  National  Bank.  San  Antonio  (14447) 

370,756 

Broadway  National  Bank/Westplex,  San  Antonio  (18626) 

8,754 

February  23 

Broadway  National  Bank.  San  Antonio  (14447) 

376,873 

First  National  Bank  of  Crosby,  Crosby  (21466) 

NA 

First  National  Bank  of  Crosby.  Crosby  (17627) 

7,797 

Fabruar  /  26 

First  National  Bank  of  Crosby.  Crosby  (21466) 

1.063,237 
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March  12 

March  12 


March  16 

March  31 

April  1 

April  1 
April  9 
April  16 
April  24 
April  27 
April  30 
May  14 
May  22 
May  28 

June  5 

June  5 

June  6 

June  6 

June  6 

June  6 


MBank  El  Paso  National  Association,  El  Paso  (2521) 

Western  Bank,  El  Paso . 

MBank  El  Paso,  National  Association,  El  Paso  (2521) 

First  National  Bank  of  Olney,  Olney  (21478) . 

The  First  National  Bank  of  Olney,  Olney  (8982) 

First  National  Bank  of  Olney,  Olney  (21478) 

Texas  Commerce  Bank  —  Border  City,  El  Paso . 

Texas  Commerce  Bank  —  El  Paso,  National  Association,  El  Paso  (12769) 

Texas  Commerce  Bank  —  Northgate,  National  Association,  El  Paso  (14878) 

Texas  Commerce  Bank  —  West,  National  Association,  El  Paso  (16860) 

Texas  Commerce  Bank  East,  National  Association,  El  Paso  (17109) 

Texas  Commerce  Bank-Chamizal,  National  Association,  El  Paso  (16624) 

Texas  Commerce  Bank-First  State,  El  Paso . 

Texas  Commerce  Bank-El  Paso,  National  Association,  El  Paso  (12769) 

Broadway  National  Bank,  San  Antonio  (14447) . 

Heights  National  Bank,  San  Antonio  (20182) 

Broadway  National  Bank,  San  Antonio  (14447) . 

Banctexas  North  Side  Houston,  National  Association,  Houston  (18173) 

Banctexas  Westheimer,  Houston .  . 

Banctexas  Allen  Parkway,  National  Association,  Houston  (18172) 

Banctexas  Houston,  Houston . 

Banctexas  Houston,  National  Association.  Houston  (18172) 

Banctexas  Richardson,  National  Association,  Richardson  (17770) . 

Banctexas  Dallas,  National  Association,  Dallas  (3985) 

Banctexas  White  Rock,  National  Association,  Dallas  (17769) 

Banctexas  Carrollton,  National  Association,  Carrollton  (16721) 

Banctexas  Ouorum,  National  Association,  Addison  (16969) 

Banctexas  Dallas,  National  Association,  Dallas  (3985) 

The  Southwestern  Bank,  National  Association,  Houston  (17976) 

Omnibanc  North  Belt,  National  Association,  Houston  (18482) 

Omnibanc  North  Belt,  National  Association,  Houston  (18482) 

Omnibanc  North  Belt,  National  Association,  Houston  (18482) 

First  Commercial  Bank  of  Texas,  National  Association,  Houston  (17742) 

Omnibanc  North  Belt,  National  Association,  Houston  (18482) 

North  Central  National  Bank,  Austin  (18597) . 

Greater  Texas  Bank  North,  National  Association,  Austin  (18378) 

Greater  Texas  Bank  North,  National  Association,  Austin  (18378) 

Texas  Commerce  Bank,  National  Association,  Houston  (10225) 

Texas  Commerce  Bank  -  River  Oaks,  National  Association,  Houston  (18557) 

Texas  Commerce  Bank,  National  Association,  Houston  (10225) 

MBank  Wichita  Falls,  National  Association,  Wichita  Falls  (3200) 

MBank  Wichita  Falls  Southwest,  National  Association,  Wichita  Falls  (15370)  . 

MBank  Wichita  Falls,  National  Association,  Wichita  Falls  (3200) 

Bank  of  Longview,  National  Association,  Longview  (17317) 

Marlin  National  Bank,  Marlin  (14114) . 

Bank  of  Longview,  National  Association,  Longview  (17317) 

Greater  Texas  Bank  Southwest,  National  Association,  Austin  (20474) 

Lake  Austin  National  Bank,  Austin  (17763) 

Greater  Texas  Bank  Southwest,  National  Association,  Austin  (20474) 

Texas  National  Bank  Westheimer,  Houston  (18593) 

Texas  Capital  Bank-Westwood,  National  Association,  Houston  (18329) 

Texas  Capital  Bank  -  Westwood,  National  Association,  Houston  (18329). 

Promenade  National  Bank,  Richardson  (15856) 

The  First  State  Bank,  Frisco,  Texas,  Frisco 
Promenade  National  Bank,  Richardson  (15856) 

MBank  Austin  National  Association,  Austin  (4322) 

United  Bank  of  Texas,  Austin 

MBank  Austin,  National  Association,  Austin  (4322) 

Interfirst  Bank  Houston,  National  Association,  Houston  (16632) 

Republic  Bank  Houston,  National  Association,  Houston  (9353) 

First  Republicbank  Houston,  National  Association,  Houston  (9353) 

Interfirst  Bank  San  Antonio,  San  Antonio,  National  Association,  San  Antonio  (16926) 
Republicbank  San  Antonio,  National  Association,  San  Antonio  (14283) 

First  Republicbank  San  Antonio,  National  Association,  San  Antonio  (14283) 

Interfirst  Bank  Austin,  National  Association,  Austin  (4308) 

Republicabank  Austin,  Austin 

First  Republicbank  Austin,  National  Association,  Austin  (4308) 

Interfirst  Bank  Dallas,  National  Association,  Dallas  (3623) 

Republicbank  Dallas,  National  Association,  Dallas  (12186) 

First  Republicbank  Dallas,  National  Association,  Dallas  (12186) 


1,063.237 

46,701 

NA 

NA 

16,684 

33,383 
814,474 
67,968 
85,085 
48,900 
30,344 
37,603 
940,937 
376,873 
6  947 
381,670 
77,000 
66,000 
37,000 
90,000 
239,000 
92,984 
453,232 
91.913 
61.842 
25,608 
672,481 
14,704 
6,172 
NA 
6,172 
4,400 
NA 
23,388 
26,456 
NA 

11,499,526 
49,774 
11,511.083 
413,504 
88,829 
502,333 
47,289 
39,566 
NA 
15,298 
43,698 
NA 
26.342 
59.875 
NA 
135,541 
43,341 
NA 
704,535 
208,352 
NA 
965,000 
2,339,000 
3,093,000 
530.000 
467,000 
914  000 
1.718.000 
259.000 
1,874,000 
8,154,000 
14  293.000 
20.555,000 
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Texas  Commerce  Bank  •  Kingwood,  National  Association,  Humble  (16259) 

40,1 15 

Texas  Commerce  Bank  -  Katy  Freeway,  National  Association,  Katy  (16772) . 

22,115 

Texas  Commerce  Bank-Reagan.  Pasadena  . 

173,902 

Texas  Commerce  Bank  -  South  Belt,  National  Association,  Houston  (16812) . 

20,555 

Texas  Commerce  Bank  -  Southeast,  Houston . 

36.407 

Texas  Commerce  Bank  -  Stafford,  National  Association,  Houston  (14778)  . 

58,117 

Texas  Commerce  Bank  -  Westwood,  Houston  . 

12,089 

Texas  Commerce  Bank,  National  Association,  Houston  (10225)  . 

11,498,526 

Texas  Commerce  Bank  -  Airline,  Houston . 

125,557 

Texas  Commerce  Bank  -  Cyfair,  National  Association,  Houston  (17012) . 

14,783 

Texas  Commerce  Bank  •  Del  Oro,  National  Association,  Houston  (16205) . 

26,579 

Texas  Commerce  Bank  -  Inwood.  N  A  Houston  (16223)  . 

18,200 

Texas  Commerce  Bank  -  Richmond/Sage,  Houston . 

30,436 

Texas  Commerce  Medical  Bank,  Houston . 

84,934 

Texas  Commerce  Bank-Champions  Park,  National  Association,  Houston  (17741)  . 

11,746 

Texas  Commerce  Bank-Chemical,  Houston . 

60,453 

Texas  Commerce  Bank-Clear  Lake,  National  Association,  Houston  (17302) . 

16,868 

Texas  Commerce  Bank-Cypress  Station,  National  Association,  Houston  (17364) . 

24.579 

Texas  Commerce  Bank-Greens  Crossing,  National  Association,  Houston  (17813)  . 

5,367 

Texas  Commerce  Bank-Greenway  Plaza,  National  Association,  Houston  (16340) . 

46,850 

Texas  Commerce  Bank-Lakeside,  Houston . 

31,991 

Texas  Commerce  Bank-North  Freeway,  Houston . 

24,407 

Texas  Commerce  Bank-Pasadena,  Houston . 

10,999 

Texas  Commerce  Bank-Tanglewood,  Houston . 

44,583 

Texas  Commerce  Bank-West  Oaks,  National  Association,  Houston  (17922)  . 

9,836 

Texas  Commerce  Bank-Westlake  Park,  National  Association,  Houston  (17586)  . 

18,241 

June  15 

Texas  Commerce  Bank,  National  Association,  Houston  (10225)  . 

12,661,686 

Commercial  National  Bank,  San  Antonio  (18369) . 

33,888 

Groos  Bank  National  Association,  San  Antonio  (10148) . 

119,642 

June  15 

Groos  Bank,  National  Association,  San  Antonio  (10148) . 

153,624 

Texas  Commerce  Bank-Austin,  National  Association,  Austin  (13926) . 

1,355,394 

Texas  Commerce  Bank-Barton  Creek,  National  Association,  Austin  (17221) . 

27,664 

Texas  Commerce  Bank-Northcross,  National  Association,  Austin  (18078) . 

47,621 

June  22 

Texas  Commerce  Bank-Austin,  National  Association,  Austin  (13926) . 

1,429,404 

MBank  Bassett  National  Association,  El  Paso  (15011)  . 

123,948 

MBank  El  Paso,  National  Association,  El  Paso  (2521)  . 

977,519 

MBank  Vista  Hills.  National  Association,  El  Paso  (17942) . 

58,311 

MBank  El  Paso  West,  National  Association,  El  Paso  (17013) . 

62,772 

MBank  Franklin,  National  Association,  El  Paso  (16354) . 

43,853 

June  27 

MBank  El  Paso,  National  Association,  El  Paso  (2521)  . 

1,266,403 

First  National  Bank  of  Beckville,  Beckville  (17559) . 

7,040 

The  First  National  Bank  of  Carthage,  Carthage  (6197) . 

55,346 

June  30 

The  First  National  Bank  of  Carthage,  Carthage  (6197) . 

62,377 

NBC  Bank  -  Brooks  Field,  National  Association,  San  Antonio  (14847) . 

165,644 

NBC  Bank  -  San  Antonio,  National  Association,  San  Antonio  (6956) . 

1,445,1 16 

June  30 

NBC  Bank-San  Antonio,  National  Association,  San  Antonio  (6956) . 

1,504,106 

NBC  Bank  -  Heights,  Houston . 

341,164 

NBC  Bank  -  Meyerland.  Houston . 

83,201 

NBC  Bank  -  Southwest,  National  Association,  Houston  (15834) . 

67,851 

NBC  Bank  -  Spring  Branch,  Houston  . 

70,623 

June  30 

NBC  Bank  Houston  -  National  Association,  Houston  (15834) . 

528,518 

UTAH 

First  Security  Bank  of  Utah,  National  Association,  Salt  Lake  City  (2597) . 

2,814,866 

First  Security  State  Bank,  Salt  Lake  City  . 

26,940 

January  30 

First  Security  Bank  of  Utah,  National  Association,  Ogden  (2597) . 

2,840,585 

Foothill  Financial,  Salt  Lake  City . 

NA 

Zions  First  National  Bank,  Salt  Lake  City  (4341) . 

2,745,383 

April  4 

Zions  First  National  Bank,  Salt  Lake  City  (4341) . 

Heritage  Bank  &  Trust,  Salt  Lake  City . 

NA 

First  Interstate  Bank  of  Utah.  National  Association,  Salt  Lake  (17241) . 

977,762 

April  29 

First  Interstate  Bank  of  Utah.  National  Association,  Salt  Lake  City  (17241) 

WEST  VIRGINIA 

Kanawha  Valley  Bank,  N  A  ,  Charleston  (16433) . 

670,677 

One  Valley  National  Bank  of  Hurricane,  Hurricane  (20550) 

4,735 

January  1 

Kanawha  Valley  Bank,  National  Association,  Charleston  (16433) 

671,750 
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Mergers  consummated  involving  two  or  more  operating  banks,  January  1  to  June  30,  1987  —  continued 

(Dollar  amounts  in  thousands) 


Date 

Consummated 

Merging  Banks 

Resulting  Bank 

Total  Assets 

WISCONSIN 

First  National  Bank,  Glendale  (15325) . 

83.622 

First  Wisconsin  National  Bank  of  Milwaukee,  Milwaukee  (64) 

3,763,803 

February  27 

First  Wisconsin  National  Bank  of  Milwaukee,  Milwaukee  (64) 

3,845,107 

Marine  Bank  of  Mt  Pleasant,  National  Association,  Mt.  Pleasant  (18732) . 

1,000 

Marine  Bank  South,  National  Association,  Racine  (457) . 

260,934 

March  5 

Marine  Bank  South,  National  Association,  Mt  Pleasant  (18732) . 

260,934 
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Mergers  consummated  involving  a  single  operating  bank,  January  1  to  June  30,  1987 

(Dollar  amounts  in  thousands) 


Date 

Consummated 

Merging  Banks 

Resulting  Bank 

Total  Assets 

January  16 

CALIFORNIA 

Orange  Interim  National  Bank,  Orange 

Orange  National  Bank,  Orange 

Orange  National  Bank,  Orange  (21335)  . 

103,627 

May  11 

California  Pacific  National  Bank,  Los  Angeles 

Pacific  Rim  National  Bank,  Los  Angeles 

California  Pacific  National  Bank,  Los  Angeles  (16891) . 

86,128 

May  21 

CONNECTICUT 

Community  National  Bank,  Glastonbury 

Community  National  Interim  Bank,  Glastonbury 

Community  National  Bank,  Glastonbury  (18731) . 

61,464 

January  20 

FLORIDA 

The  First  National  Bank  of  Homestead,  Homestead 

The  First  National  Interim  Bank  of  Homestead,  Homestead 

The  First  National  Bank  of  Homestead,  Homestead  (13641)  . 

131,957 

February  1 1 

HAWAII 

Hawaii  National  Bank,  Honolulu,  Honolulu 

New  Hawaii  National  Bank,  Honolulu 

Hawaii  National  Bank,  Honolulu  (14911) . 

181,723 

February  27 

New  Bank  of  Maui,  National  Association,  Kahului 

Bank  of  Maui,  National  Association,  Kahului 

Bank  of  Maui,  National  Association,  Kahului  (16777)  . 

10,939 

January  22 

ILLINOIS 

The  Second  National  Bank  of  Petersburg,  Petersburg 

The  First  National  Bank  of  Petersburg,  Petersburg 

The  First  National  Bank  of  Petersburg,  Petersburg  (3043)  .  . 

44,328 

April  20 

The  Anna  National  Bank,  Anna 

U.C.  National  Bank,  Anna 

The  Anna  National  Bank,  Anna  (5525)  . 

60,896 

May  6 

Illmi/Peoples  Interim  Bank,  National  Association,  Springfield 

Peoples  National  Bank  of  Springfield,  Springfield 

Peoples  National  Bank  of  Springfield,  Springfield  (15824)  . 

9,202 

May  29 

F  W  Interim  Bank,  National  Association,  Naperville 

Naper  Bank  National  Association,  Naperville 

Naper  Bank,  National  Association,  Naperville  (14115)  . 

186.733 

June  1 1 

New  Archer  Bank,  National  Association,  Chicago 

The  Archer  National  Bank  of  Chicago,  Chicago 

The  Archer  National  Bank  of  Chicago,  Chicago  (15019)  . 

71,681 

June  1 1 

New  District  Bank,  National  Association,  Chicago 

The  District  National  Bank  of  Chicago,  Chicago 

The  District  National  Bank  of  Chicago,  Chicago  (14110)  . 

74,231 

June  30 

INDIANA 

Princeton  Interim  Bank,  National  Association,  Princeton 

The  Farmers  National  Bank  of  Princeton,  Princeton 

The  Farmers  National  Bank  of  Princeton,  Princeton  (9463)  . 

67,213 

February  27 

MICHIGAN 

The  Ionia  County  National  Bank  of  Ionia,  Ionia 

ICNB  National  Bank,  Ionia 

The  Ionia  County  National  Bank  of  Ionia,  Ionia  (14187) . 

86,694 

April  30 

First  National  Bank  in  Mount  Clemens,  Mount  Clemens 

FNBMC  National  Bank,  Mount  Clemens 

First  National  Bank  in  Mount  Clemens,  Mount  Clemens  (12971) . 

255,401 

May  31 

New  National  Bank  of  Houghton,  Houghton 

Houghton  National  Bank.  Houghton 

Houghton  National  Bank,  Houghton  (7676) . 

43.507 

May  31 

Empire  Interim,  National  Association,  Traverse  City 

The  Empire  National  Bank  of  Traverse  City,  Traverse  City 

The  Empire  National  Bank  of  Traverse  City,  Traverse  City  (14934)  . 

198.762 
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Mergers  consummated  involving  a  single  operating  bank,  January  1  to  June  30,  1987  —  continued 

(Dollar  amounts  in  thousands) 


Date 

Consummated 

Merging  Banks 

Resulting  Bank 

Total  Assets 

June  20 

NEW  HAMPSHIRE 

Peterborough  Bank,  National  Association,  Peterborough 

The  First  National  Bank  of  Peterborough,  Peterborough 

First  National  Bank  of  Peterborough,  Peterborough  (1179)  . 

43,011 

January  1 

NEW  YORK 

Banco  Safra,  S.A.,  New  York 

Safra  National  Bank  of  New  York,  New  York 

Safra  National  Bank  of  New  York,  New  York  (20948) . 

273,702 

February  23 

FNBA  National  Bank,  Amema 

The  First  National  Bank  of  Amema,  Amema 

The  First  National  Bank  of  Amema,  Amema  (706) . 

13,647 

February  27 

FNBN  National  Bank,  Norfolk 

The  First  National  Bank  of  Norfolk,  Norfolk 

The  First  National  Bank  of  Norfolk,  Norfolk  (10895)  . 

17,081 

January  2 

OHIO 

Sidney  Interim,  National  Association,  Sidney 

The  First  National  Bank,  Sidney 

The  First  National  Bank,  Sidney  (5214) . 

150,296 

February  28 

Interim  Park  National  Bank,  Newark 

The  Park  National  Bank,  Newark 

The  Park  National  Bank,  Newark  (9179) . 

509,270 

April  1 

Second  Bank  of  Warren,  Ohio,  National  Association,  Warren 

The  Second  National  Bank  of  Warren,  Warren 

The  Second  National  Bank  of  Warren,  Warren  (2479)  . 

349,017 

January  2 

PENNSYLVANIA 

The  Mount  Joy  Interim  National  Bank,  Mount  Joy 

The  Union  National  Mount  Joy  Bank,  Mount  Joy 

The  Union  National  Mount  Joy  Bank,  Mount  Joy  (1516) 

82,562 

March  19 

First  National  Interim  Bank  and  Trust  Company  of  Scranton,  Scranton 

Third  National  Bank  and  Trust  Company  of  Scranton,  Scranton 

Third  National  Bank  and  Trust  Company  of  Scranton,  Scranton  (1946) 

290,291 

May  1 

FNBM  National  Bank,  Mercersburg 

The  First  National  Bank  of  Mercersburg,  Mercersburg 

The  First  National  Bank  of  Mercersburg,  Mercersburg  (9330) 

38,450 

June  1 

Turbotville  Interim  National  Bank,  Turbotville 

The  Turbotville  National  Bank,  Turbotville 

The  Turbotville  National  Bank,  Turbotville  (9803) 

27,523 

June  1 

The  Everett  Interim  National  Bank,  Everett 

The  First  National  Bank  of  Everett,  Everett 

The  First  National  Bank  of  Everett,  Everett  (6220) . 

81,488 

June  26 

Interim  National  Bank  of  Lancaster  County,  Lancaster 

The  First  National  Bank  of  Lancaster  County,  Strasburg 

The  First  National  Bank  of  Lancaster  County,  Lancaster  (42) 

284,233 

June  30 

The  Dauphin  National  Bank,  Dauphin 

The  Dauphin  Interim  National  Bank,  Dauphin 

The  Dauphin  National  Bank,  Dauphin  (11512) 

19,938 

June  12 

SOUTH  CAROLINA 

First  Interim  National  Bank,  Holly  Hill 

The  First  National  Bank  of  Holly  Hill,  Holly  Hill 

First  National  Bank  of  Holly  Hill,  Holly  Hill  (10680) 

62.508 

March  31 

TEXAS 

American  National  Bank,  Texarkana 

The  New  American  Bank  of  Texarkana,  Texarkana 

American  National  Bank,  Texarkana  (16731) 

66,151 

January  20 

WEST  VIRGINIA 

Chemical  National  Bank,  South  Charleston 

The  Chemical  Bank  &  Trust  Company,  South  Charleston 

The  Chemical  Bank  and  Trust  Company,  National  Association,  South  Charleston  (21330) 

60  488 

January  21 

First  National  Bank  at  Salem,  Salem 

FNB  Interim  National  Bank,  Salem 

First  National  Bank  at  Salem,  Salem  (14136) 

11,778 

March  5 

The  Merchants  National  Bank  of  Montgomery,  Montgomery 

MNB  National  Bank,  Montgomery 

The  Merchants  National  Bank,  Montgomery  (9740) 

66  871 
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Mergers  consummated  involving  a  single  operating  bank,  January  1  to  June  30,  1987  —  continued 

(Dollar  amounts  in  thousands) 


Date 

Consummated 

Merging  Banks 

Resulting  Bank 

Total  Assets 

March  5 

The  Gauley  National  Bank,  Gauley  Bridge 

GNB  National  Bank,  Gauley  Bridge 

The  Gauley  National  Bank,  Gauley  Bridge  (9850) . 

22,023 

April  30 

Citizens  National  Bank  of  Elkins,  Elkins 

HHK  National  Bank,  Elkins 

Citizens  National  Bank  of  Elkins,  Elkins  (12483) . 

112,936 

January  20 

WISCONSIN 

Interim  First  National  Bank  of  Boscobel,  Boscobel 

The  First  National  Bank  of  Boscobel,  Boscobel 

The  First  National  Bank  of  Boscobel,  Boscobel  (16638) . 

9,194 

May  1 

CB  National  Bank,  Shawano 

Citizens  Bank,  National  Association,  Shawano 

Citizens  Bank,  National  Association,  Shawano  (21289) . 

100,958 
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National  banks  converted  to  state  banks,  January  1  to  June  30,  1987 

(Dollar  amounts  in  thousands) 


Title  and  location  of  bank 


KANSAS 

Oak  Park  National  Bank,  Overland  Park  (16527),  converted  to  Oak  Park  Bank,  Overland  Park 

KENTUCKY 

Madison  National  Bank,  Richmond  (1790),  converted  to  Citizens  Fidelity  Bank  and  Trust 
Company  Madison  County,  Richmond 

MISSOURI 

Landmark  Bank,  N.A.,  St.  Charles  (260),  converted  to  Landmark  Bank  of  St  Charles  County,  St 
Charles  . 

NORTH  DAKOTA 

First  Bank  Cavalier,  N.A.,  Cavalier  (20593),  converted  to  First  State  Bank  of  Cavalier,  Cavalier 

First  Bank  Park  River,  N.A.,  Park  River  (20586),  converted  to  First  State  Bank  of  Park  River,  Park 
River . 

First  Bank  Cando,  National  Association,  Cando  (20587),  converted  to  First  State  Bank  of  Cando, 
Cando . 

OKLAHOMA 

First  National  Bank  of  Maysville,  Maysville  (8999),  converted  to  Farmers  and  Merchants  Bank, 
Maysville . 

Central  National  Bank,  Oklahoma  City  (14926),  converted  to  Central  Bank,  Oklahoma  City 

Friendly  National  Bank  in  Southwest  Oklahoma  City,  Oklahoma  City  (14926),  converted  to 
Friendly  Bank  of  Oklahoma  City,  Oklahoma  City . 

TEXAS 

Klein  Bank-Cypresswood,  N.A.,  Houston  (20509),  converted  to  Klein  Bank,  Harris  County 

Texas  Commerce  Bank  San  Antonio,  N/W,  National  Association  (20071),  converted  to  Texas 
Commerce  Bank-San  Antonio,  San  Antonio . 


Effective  date 

Total  asset 

May 

1 

$  39,384 

February 

27 

61,379 

April 

1 

114,826 

April 

1 

33,021 

March 

31 

34,423 

June 

30 

33,963 

June 

17 

34,080 

January 

30 

171.942 

January 

31 

183,657 

March 

30 

11,267 

March 

16 

36,871 
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National  banks  merged  into  state  banks,  January  1  to  June  30,  1987 

(Dollar  amounts  in  thousands) 


Title  and  location  of  bank 

Effective 

date 

Total 
assets  of 
national 
banks 

COLORADO 

American  National  Bank  Grand  Junction  (18161).  merged  into  IntraWest  Bank  of  Grand  Junction, 
Grand  Junction  . 

January 

8 

$  7,669 

FLORIDA 

Sun  Bank/Citrus  County,  N  A  Crystal  River  (17834),  merged  into  Sun  Bank  and  Trust  Company, 
Brooksvilie  . 

January 

7 

36,006 

GEORGIA 

First  National  Bank  of  Camden  County,  St  Marys  (17463),  merged  into  The  Coastal  Bank  of  Georgia, 
Brunswick . 

January 

30 

27,230 

ILLINOIS 

Busey  First  National  Bank,  Urbana  (14521),  merged  into  Busey  Bank,  Urbana . 

January 

1 

254,895 

INDIANA 

First  National  Bank  of  Owensville,  Owensville  (9073),  merged  into  Farmers  Bank  and  Trust 

Company,  Wadesville  .  .  . 

April 

1 

20,654 

KANSAS 

First  National  Bank  of  Herington,  Herington  (4058),  merged  into  The  Bank  of  Hermgton,  Hermgton 

April 

2 

20,742 

MASSACHUSETTS 

First  National  Bank  of  Marlboro,  Marlboro  (2770),  merged  into  Worcester  County  Institution  for 

Savings  Worcester  ,  ,  .  . 

January 

March 

23 

60,731 

MINNESOTA 

First  National  Bank  in  West  Concord,  West  Concord  (14167),  merged  into  Farmers  State  Bank  of 

West  Concord,  West  Concord . 

5 

9,068 

First  National  Bank  of  Wilmont,  Wilmont  (5301),  merged  into  Farmers  State  Bank  of  Mountain  Lake, 
Mountain  Lake  . 

May 

29 

13,330 

MONTANA 

Clarks  Fork  National  Bank,  Fromberg  (15226),  merged  into  The  Yellowstone  Bank,  Laurel . 

March 

19 

8.423 

NEW  YORK 

Long  Island  Trust  Company,  N  A  ,  Garden  City  (17271),  merged  into  The  Bank  of  New  York,  New 

York  . 

February 

17 

1,840,894 

OKLAHOMA 

First  National  Bank  of  Braman.  Braman  (10003),  merged  into  Community  Bank,  Shidler 

April 

9 

12,218 

The  First  National  Bank  of  Skiatook.  Skiatook  (17713),  merged  into  American  Exchange  Bank, 

Skiatook  . 

January 

15 

13,988 

TEXAS 

Bowie  National  Bank  Bowie  (15077),  merged  into  Bowie  State  Bank 

January 

8 

12,253 

Red  River  National  Bank  in  Clarksville,  Clarksville  (13428),  merged  into  State  Bank  of  De  Kalb, 

De  Kalb  . 

March 

19 

22,829 

Bear  Creek  National  Bank,  Houston  (18344),  merged  into  Jersey  Village  Bank,  Houston 

January 

15 

26,593 

Northwest  Commercial  Bank.  N.A  ,  Houston  (18039),  merged  into  Jersey  Village  Bank,  Houston 

June 

1 1 

14,201 

Texas  Investment  Bank,  N  A  Houston  (16005),  merged  into  River  Oaks  Bank,  Houston 

May 

21 

17,088 

Sealy  National  Bank,  Sealy  (18202),  merged  into  Austin  County  State  Bank,  Sealy . 

March 

5 

7,670 
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National  banks  liquidated  under  emergency  procedures,  January  1  to  June  30,  1987 

(Dollar  amounts  in  thousands) 


Title  and  location  of  bank 

Effective  date 

Total  assets 

TEXAS 

Sunbelt  National  Bank,  Dallas  (17929) 

February  6 

$11,380 

Plaza  National  Bank,  Del  Rio  (1701 1) 

March  12 

34.250 

Security  National  Bank  Midland,  Midland  (17417) 

February  12 

8.644 

Federated  National  Bank  Live  Oak,  Universal  City  (18260) ,  . 

February  12 

13,632 

First  National  Bank  of  Weslaco,  Weslaco  (12641)  . 

February  20 

70,708 

National  banks  in  voluntary  liquidation,  January  1  to  June  30,  1987 

(Dollar  amounts  in  thousands) 


Title  and  location  of  bank 

Effective  date 

Total  assets 

COLORADO 

OMNIBANK  of  Kiowa  County,  Eads . 

March 

27 

$12,133 

FLORIDA 

City  National  Bank  of  Miami,  Miami . 

March 

31 

485,771 

MINNESOTA 

Norwest  Bank,  National  Association,  Redwood  Falls . 

January 

23 

66.827 
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Assets,  liabilities  and  capital  accounts  of  national  banks,  March  31,  1986,  and  March  31,  1987 

(Dollar  amounts  in  millions) 


March  31,  1986 
4,933  banks 

March  31.  1987 
4.808  banks" 

Change  March  31,  1986— 
March  31.  1987 

Fully  consolidated 

Consolidated 
foreign  and 
domestic 

Consolidated 
foreign  and 
domestic 

Amount 

Percent 

Assets 

Cash  and  balances  due  from  depository  institutions 

Noninterest-bearing  balances  and  currency  and  com . 

$  117,008 

$  123,877 

$  6,869 

5.9 

Interest-bearing  balances  . 

88.660 

88,751 

91 

0.1 

Securities  . 

247,358 

278,290 

30.932 

12.5 

Federal  funds  sold  and  securities  purchased  under  agreements  to 
resell  . 

75,893 

72,241 

-3,652 

-4.8 

Loans  and  leases,  net  of  unearned  income 

1,007,659 

1,060,037 

52,378 

5.2 

Less  allowance  for  loan  and  lease  losses 

15,713 

18,671 

2,958 

18.8 

Less  allocated  transfer  risk  reserve  . 

74 

92 

18 

24.3 

Net  loans  and  leases . 

991.872 

1,041,274 

49,402 

5.0 

Premises  and  fixed  assets . 

24,612 

25,815 

1,203 

4.9 

Other  real  estate  owned . 

4,177 

5,302 

1,125 

26.9 

Other  assets . 

76,143 

76,255 

112 

0.1 

Total  assets  . 

1,625.724 

1,711,805 

86,081 

5.3 

Liabilities 

Noninterest-bearing  deposits  in  domestic  offices . 

255,372 

268,940 

13,568 

5.3 

Interest-bearing  deposits  in  domestic  offices  . 

770,895 

822,521 

51,626 

6.7 

Total  domestic  deposits . 

1,026,267 

1,091,461 

65,194 

6.4 

Noninterest-bearing  deposits  in  foreign  offices . 

9,022 

11,535 

2,513 

27.9 

Interest-bearing  deposits  in  foreign  offices . 

207,130 

197,434 

-9,696 

-4.7 

Total  foreign  deposits . 

216,153 

208,969 

-7,184 

-3.3 

Total  deposits . 

1,242,419 

1,300,430 

58,011 

4.7 

Federal  funds  purchased  and  securities  sold  under  agreements  to 

repurchase  . 

153,459 

167,854 

14,395 

9.4 

Interest-bearing  demand  notes  issued  to  the  U  S.  Treasury . 

5,568 

3,677 

-1,891 

-34.0 

Other  liabilities  for  borrowed  money  . 

46,313 

55,806 

9,493 

20.5 

Mortgage  indebtedness  and  liability  for  capitalized  leases . 

1,573 

1,531 

-42 

-2.7 

Subordinated  notes  and  debentures . 

9,040 

9,742 

702 

7.8 

All  other  liabilities  . 

69,196 

67,195 

-2,001 

-2,9 

Total  liabilities . 

1,527,569 

1,606,235 

78,666 

5.1 

Limited-life  preferred  stock . 

9 

73 

64 

711.1 

Equity  capital 

Perpetual  preferred  stock . 

413 

810 

397 

96.1 

Common  stock  . 

16,775 

16,421 

-354 

-2.1 

Surplus  . 

31,234 

34,302 

3,068 

9.8 

Undivided  profits  and  capital  reserves . 

50,022 

54.251 

4.229 

8.5 

Cumulative  foreign  currency  translation  adjustments  . 

-296 

-287 

9 

-3.0 

Total  equity  capital  . 

98,147 

105,497 

7,350 

7.5 

Total  liabilities ,  limited-life  preferred  stock ,  and  equity  capital 

1,625,724 

1,711,805 

86,081 

5.3 

■Reporting  national  banks  Does  not  include  the  nonnationa!  bank  In  the  District  of  Columbia 
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Year-to-date  income  and  expenses  of  foreign  and  domestic  offices  and  subsidiaries 

of  national  banks,  March  31,  1987 

(Dollar  amounts  in  millions) 


4,808  banks' 

Consolidated 
foreign  and 
domestic 

Percent 

distribution 

Interest  income: 

Interest  and  fee  income  on  loans  . 

$  26,059 

74.2 

Income  from  lease  financing  receivables . 

542 

1.5 

Interest  income  on  balances  due  from  depository  institutions . 

1,581 

4.5 

Interest  and  dividend  income  on  securities . 

5.057 

14  4 

Interest  income  from  assets  held  in  trading  accounts  . 

681 

1.9 

Interest  income  from  federal  funds  sold  and  securities  purchased  under  agreements  to 

resell . 

1,220 

3.5 

Total  interest  Income  . 

35.139 

100  0 

Interest  expense 

Interest  on  deposits . 

16,163 

77  5 

Expense  of  federal  funds  purchased  and  securities  sold  under  agreements  to 

repurchase . 

2,617 

12  5 

Interest  on  demand  notes  issued  to  the  U  S.  Treasury  and  on  other  borrowed  money 

1,840 

8.8 

Interest  on  mortgage  indebtedness  and  obligations  under  capitalized  leases . 

40 

0.2 

Interest  on  notes  and  debentures  subordinated  to  deposits  . 

204 

1.0 

Total  interest  expense . 

20,863 

100  0 

Net  interest  income . 

14,277 

Provision  for  loan  and  lease  losses . 

2,737 

Provision  for  allocated  transfer  risk . 

0 

Noninterest  income: 

Service  charges  on  deposit  accounts . 

1,257 

21.3 

Other  noninterest  income . 

4,646 

78.7 

Total  noninterest  income  . 

5,904 

100  0 

Gams  and  losses  on  securities  not  held  in  trading  accounts . 

447 

Noninterest  expense: 

6,649 

47.3 

Salaries  and  employee  benefits . 

Expenses  of  premises  and  fixed  assets  (net  of  rental  income) 

2,290 

16  3 

Other  noninterest  expense  .  .  .  . 

5,105 

36  4 

Total  noninterest  expense . 

14,043 

100  0 

Income  (loss)  before  income  taxes  and  extraordinary  items  and  other  adjustments 

3,847 

Applicable  income  taxes . 

1,044 

Income  before  extraordinary  items  and  other  adjustments . 

2,804 

Extraordinary  items  and  adjustments,  net  of  taxes .  . 

68 

Net  income  . 

2,872 

Total  cash  dividends  declared . 

1,277 

Recoveries  credited  to  allowance  for  possible  loan  losses 

588 

Losses  charged  to  allowance  for  possible  loan  losses . 

2,819 

Net  loan  losses  . 

2,231 

Ratio  to  total  operating  income 

39  4 

11.5 

16  2 

18  0 

85.0 

0  67 

10.89 

Total  operating  expenses . 

Ratio  of  net  income  (annualized)  to 

Total  assets  (end  of  period) . 

Total  equity  capital . 

'Reporting  national  banks. 
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Deposits  of  national  banks,  by  states,  March  31,  1987 

(Dollar  amounts  in  millions) 


Total  demand 
deposits  at 
domestic 
offices 

NOW 

and 

automatic 

transfer 

accounts 

Non¬ 

transaction 

savings 

accounts 

Time 

certificates 
of  deposit 
of  $100,000 
or  more 

Other 
large  time 
deposits 

All  other 
time  de¬ 
posits  at 
domestic 
offices 

Total 
deposits 
at  foreign 
offices 

Total 

consoli¬ 

dated 

deposits 

Brokered 

deposits 

All  national  banks 

$263,865 

$99,105 

$315,1 14 

$162,259 

$18,974 

$232,230 

$208,969 

$1,300,516 

$20,268 

Alabama 

2.181 

1,109 

2,330 

1,871 

183 

2,842 

290 

10,805 

555 

Alaska 

591 

114 

611 

333 

3 

202 

2 

1,856 

40 

Arizona 

3,134 

1,198 

4,770 

1,728 

5 

3,585 

14 

14.434 

18 

Arkansas 

1,594 

1,093 

2,004 

1,057 

34 

2,537 

0 

8,320 

6 

California 

32.690 

12,018 

41,637 

17,196 

1,824 

19,803 

31,229 

156,397 

2,416 

Colorado 

3,833 

1,762 

4,201 

1,828 

221 

2,264 

189 

14,298 

14 

Connecticut 

4,616 

1 ,341 

3,491 

780 

424 

2,564 

186 

13,402 

225 

Delaware 

226 

59 

2,003 

2,294 

0 

902 

10 

5,495 

485 

District  of  Columbia' 

2,861 

1,123 

4,399 

1,762 

30 

912 

2,282 

13,368 

211 

Florida 

14,252 

7,588 

20,716 

6,521 

456 

11,935 

533 

62,000 

268 

Georgia 

6,494 

1,888 

5,752 

2,364 

166 

4,41 1 

668 

21,743 

291 

Hawaii . 

47 

33 

74 

28 

0 

17 

0 

200 

0 

Idaho . 

689 

520 

1,316 

330 

4 

1,517 

0 

4,376 

33 

Illinois  . 

13,896 

4,116 

14.756 

8,659 

1,716 

13,242 

26,739 

83,123 

691 

Indiana 

4.084 

2,163 

5,344 

2,242 

55 

6,786 

257 

20,932 

21 

Iowa . 

1,606 

1,000 

1.731 

449 

3 

2,955 

0 

7,743 

15 

Kansas 

1,662 

1.097 

2.240 

1,142 

26 

2,840 

0 

9,008 

29 

Kentucky . 

2,478 

1,296 

2.147 

1,158 

35 

3,208 

152 

10,474 

296 

Louisiana 

3,494 

1.219 

4.962 

3,571 

19 

3,004 

197 

16,465 

237 

Maine . 

466 

262 

862 

160 

7 

551 

0 

2,307 

15 

Maryland . 

3,916 

881 

5,150 

973 

8 

2,962 

1,225 

15,115 

246 

Massachusetts 

7,796 

2,103 

9,371 

5,530 

782 

2,445 

6,681 

34,707 

1,204 

Michigan . 

7,408 

2,203 

10,003 

3,296 

124 

7,938 

1,898 

32,870 

207 

Minnesota . 

5,916 

2,408 

5,000 

5,141 

474 

5,745 

2,874 

27,557 

1,872 

Mississippi . 

1,368 

642 

1,596 

1,090 

14 

2,043 

0 

6,754 

31 

Missouri . 

5,895 

2,181 

4.893 

3,066 

251 

4,772 

536 

21,594 

203 

Montana 

507 

454 

896 

205 

1 

1,148 

0 

3,212 

0 

Nebraska  . 

1,599 

1,190 

1.495 

430 

4 

3,118 

0 

7,835 

2 

Nevada 

910 

403 

1,007 

818 

0 

509 

0 

3,647 

70 

New  Hampshire 

574 

445 

1,146 

430 

2 

646 

0 

3,242 

40 

New  Jersey 

12,058 

3,372 

14,537 

3,266 

157 

7,962 

432 

41,782 

192 

New  Mexico 

837 

678 

1,370 

877 

8 

1,045 

0 

4,816 

0 

New  York 

36,280 

6.956 

37,495 

12,234 

6,501 

15,487 

112,772 

227,725 

1,113 

North  Carolina 

6,185 

2.391 

7,880 

4,181 

221 

6,012 

1,945 

28,816 

852 

North  Dakota 

348 

461 

557 

171 

0 

1,102 

0 

2,639 

1 

Ohio  . 

9.895 

5,086 

15,966 

5,300 

313 

14,782 

1,358 

52,702 

683 

Oklahoma 

2,791 

1,547 

2,934 

3,395 

43 

4,142 

77 

14,928 

113 

Oregon 

2,069 

1.378 

3,711 

731 

0 

2,483 

13 

10,386 

251 

Pennsylvania 

14,51 1 

4.798 

20,442 

10,392 

436 

15,060 

6,937 

72,578 

3,905 

Rhode  island 

1,107 

434 

2,027 

1,223 

504 

1,885 

929 

8,110 

731 

South  Carolina 

2,033 

1,216 

2.444 

649 

6 

1,965 

0 

8,313 

3 

South  Dakota 

420 

559 

833 

1,319 

3 

1,848 

0 

4,982 

802 

Tennessee 

3,954 

2.180 

3,419 

2.486 

43 

5,149 

117 

17,348 

108 

Texas 

20.728 

7,571 

16,312 

32,272 

3,460 

17,203 

6,369 

103,915 

1,018 

Utah 

1.081 

530 

1.356 

1,019 

4 

1,340 

133 

5,464 

10 

Vermont 

239 

147 

552 

58 

31 

439 

0 

1,466 

1 

Virginia 

3.399 

1,893 

4,198 

1,897 

146 

5,179 

49 

16,761 

321 

Washington 

4,945 

1,987 

6,636 

2,371 

35 

4,803 

1,538 

22,314 

292 

West  Virginia 

1,092 

690 

2,272 

567 

20 

2,760 

0 

7,401 

24 

Wisconsin 

2,814 

1,037 

3,763 

1,184 

33 

3,667 

336 

12,835 

95 

Wyoming 

288 

280 

506 

197 

138 

501 

0 

1,910 

4 

Puerto  Rico 

5 

8 

1 

21 

0 

8 

0 

43 

10 

'includes  national  and  nonnational  banks  in  the  District  of  Columbia,  all  of  which  are  supervised  by  the  Comptroller  of  the  Currency 
Mote  Figures  may  not  add  to  totals  due  to  rounding 
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Loans  of  national  banks,  by  states,  March  31,  1987 

(Dollar  amounts  in  millions) 


Total 

loans, 

gross 

Loans 
secured 
by  real 
estate 

Loans  to 
financial 
institutions 

Loans  to 
farmers 

Commercial 

and 

industrial 

loans 

Personal 
loans  to 
individuals 

Other 

loans 

Total  loans 
less  un¬ 
earned 

income 

Total 
loans  at 
foreign 
offices 

All  national  banks 

$1,069,151 

$304,672 

$24,951 

$12,995 

$286,402 

$194,606 

$97,225 

$1,060,085 

$148  300 

Alabama . 

8,231 

2,482 

140 

39 

2,815 

1,837 

891 

8,082 

26 

Alaska . 

1,355 

520 

0 

1 

477 

137 

218 

1,355 

3 

Arizona . 

11,563 

3,998 

285 

516 

3,136 

2,880 

720 

1 1.548 

27 

Arkansas  . 

5,249 

2,050 

64 

140 

1,571 

1,114 

309 

5,184 

0 

California . 

135,915 

44,247 

1,165 

1,927 

30,024 

19,170 

9,248 

135.757 

30.135 

Colorado . 

9,743 

3,570 

38 

414 

2,982 

1,935 

794 

9.729 

10 

Connecticut . 

12,221 

4,849 

28 

18 

4,129 

2,543 

559 

12.065 

95 

Delaware . 

13,444 

575 

16 

2 

370 

12,420 

62 

13,444 

0 

District  of  Columbia* 

9,743 

3,494 

328 

0 

2,882 

892 

1,269 

9  695 

878 

Florida . 

46,249 

20,384 

724 

210 

9,936 

11,474 

3,243 

45.403 

277 

Georgia . 

18,719 

5,773 

172 

59 

5,531 

4,343 

2,579 

18,617 

262 

Hawaii . 

122 

65 

0 

0 

43 

13 

1 

121 

0 

Idaho  . 

3,302 

803 

0 

275 

970 

1,012 

244 

3,285 

0 

Illinois  . 

64,414 

12,176 

962 

736 

22,839 

8,569 

6.368 

64,040 

12,763 

Indiana  . 

15,787 

4,894 

323 

257 

4,336 

4,004 

1,789 

15,668 

184 

Iowa . 

4,293 

1,349 

61 

405 

1,068 

985 

415 

4,277 

10 

Kansas  . 

5,187 

1,486 

43 

672 

1,625 

1,025 

337 

5,169 

0 

Kentucky 

8,024 

2,346 

58 

114 

2,524 

1,842 

1,087 

7,907 

52 

Louisiana . 

11,212 

3,828 

40 

61 

3,557 

2,171 

1,261 

11,105 

294 

Maine  . 

1,952 

942 

0 

11 

568 

320 

111 

1,947 

0 

Maryland 

12,480 

3,685 

170 

35 

3,446 

2,908 

1,437 

12,450 

798 

Massachusetts . 

35,346 

10,204 

630 

31 

12,392 

3,520 

3.448 

35,144 

5,123 

Michigan . 

23,742 

6,879 

295 

107 

8,588 

4,180 

2.613 

23,692 

1,079 

Minnesota . 

21,527 

4,613 

274 

453 

8,236 

3,115 

3,726 

21,425 

1,110 

Mississippi . 

4,485 

1,634 

163 

64 

1,094 

1,158 

373 

4,356 

0 

Missouri . 

15,549 

5,215 

477 

239 

4,323 

3,164 

1,828 

15.470 

304 

Montana  . 

1,878 

488 

24 

245 

621 

430 

71 

1,864 

0 

Nebraska 

4,652 

1,048 

115 

863 

1,044 

1,145 

436 

4,650 

0 

Nevada  . 

4,616 

812 

49 

12 

664 

2,951 

130 

4,616 

0 

New  Hampshire 

2,858 

1,126 

0 

0 

700 

919 

113 

2,848 

0 

New  Jersey . 

32,918 

13,441 

532 

9 

10,091 

5,890 

2,732 

32.489 

223 

New  Mexico . 

3,238 

1,217 

85 

130 

942 

747 

117 

3,204 

0 

New  York . 

193,479 

34,648 

10,311 

292 

31,397 

17,624 

13.916 

190,034 

85.291 

North  Carolina 

25,765 

7,851 

450 

161 

8,362 

5,060 

3,309 

25,737 

573 

North  Dakota . 

1,538 

435 

13 

218 

473 

307 

91 

1 ,536 

0 

Ohio . 

43,174 

1 1 ,840 

441 

279 

12,959 

13,164 

4,193 

42,793 

299 

Oklahoma . 

8,499 

3,314 

102 

535 

2,379 

1,288 

880 

8.449 

2 

Oregon 

Pennsylvania 

Rhode  Island 

8,620 

2,505 

144 

202 

3,185 

1,702 

788 

8.587 

93 

60,619 

7,335 

13,686 

3,027 

3,018 

104 

184 

3 

21,527 

2,513 

8,816 

866 

10,007 

658 

60,066 

7,323 

3,381 

166 

South  Carolina  .  .  .  . 

6,853 

2,275 

208 

43 

1,851 

1,776 

701 

6,724 

0 

South  Dakota  . 

12,642 

479 

18 

296 

616 

10,984 

249 

12.616 

0 

Tennessee 

13,123 

4,1 13 

282 

93 

4,128 

2,844 

1 ,659 

12.997 

3 

Texas 

82,282 

31,131 

2,038 

1,504 

29,004 

8,557 

6,914 

81 .663 

3,133 

Utah 

4,472 

1,549 

97 

68 

1,230 

1,038 

489 

4,465 

0 

Vermont . 

Virginia . 

Washington . 

West  Virginia 

Wisconsin . 

Wyoming  . 

Puerto  Rico 

1,179 

14,284 

20,081 

4,455 

9,709 

992 

31 

644 

5,012 

6,408 

1,890 

3,352 

315 

6 

0 

35 

298 

27 

99 

3 

0 

12 

1 12 
617 
11 
209 
108 

0 

285 

3,530 

5,249 

822 

3,001 

352 

16 

199 

4,222 

4,118 

1,467 

1,559 

193 

9 

38 

1,336 

1,946 

238 

1,236 

21 

0 

1,179 

14,199 

20,056 

4.359 

9.678 

987 

31 

0 

8 

1,446 

0 

252 

0 

0 

‘Includes  national  and  nonnational  banks  in  the  District  ot  Columbia,  all  of  which  are  supervised  by  the  Comptroller  of  the  Currencv 


Note  Figures  may  not  add  to  totals  due  to  rounding 
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Outstanding  balances,  credit  cards  and  related  plans  of  national  banks,  March  31,  1987 

(Dollar  amounts  in  thousands) 


Total 

number 

of 

national 

banks 

Credit  cards  and  other 
related  credit  plans 

Number  of 
national  banks 

Outstanding 

volume 

All  national  banks  . 

4,809 

2,416 

$67,058,468 

Alabama  . 

53 

17 

247,122 

Alaska  . 

5 

3 

57,576 

Arizona  . 

15 

12 

747,835 

Arkansas  . 

83 

12 

163,805 

California  . 

170 

153 

9,375,425 

Colorado . 

240 

211 

671,721 

Connecticut . 

16 

9 

453,558 

Delaware  . 

17 

16 

11,870,613 

District  of  Columbia  . 

19 

17 

171,757 

Florida  . 

164 

74 

2,135,278 

Georgia . 

57 

38 

1,283,672 

Hawaii . 

3 

1 

2,519 

Idaho . 

6 

6 

160,941 

Illinois . 

393 

194 

3,519,550 

Indiana  . 

103 

79 

823,959 

Iowa . 

105 

56 

270,952 

Kansas  . 

169 

46 

211,995 

Kentucky . 

77 

37 

165,602 

Louisiana . 

68 

20 

432,923 

Maine . 

7 

6 

50,306 

Maryland . 

24 

15 

1,515,963 

Massachusetts . 

48 

39 

889,937 

Michigan . 

94 

73 

1,130,650 

Minnesota . 

214 

156 

459,326 

Mississippi . 

29 

8 

76,033 

Missouri . 

104 

53 

931,221 

Montana  . 

57 

35 

19,008 

Nebraska  . 

117 

38 

464,71 1 

Nevada  . 

6 

4 

2,502,637 

New  Hampshire  . 

20 

17 

481,739 

New  Jersey . 

67 

47 

867,598 

New  Mexico  . 

42 

12 

193,264 

New  York . 

106 

60 

3,432,265 

North  Carolina  . 

16 

15 

1,511,526 

North  Dakota . 

43 

24 

22,765 

Ohio . 

138 

99 

2,962,390 

Oklahoma  . 

214 

69 

198,576 

Oregon  . 

8 

6 

541,143 

Pennsylvania  . 

174 

69 

783,458 

Rhode  Island  . 

5 

4 

230,764 

South  Carolina . 

22 

18 

353,460 

South  Dakota  . 

25 

1 1 

10,368,190 

Tennessee  . 

57 

22 

565,978 

Texas  . 

1,061 

312 

240,618 

Utah  . 

7 

4 

178,437 

Vermont  . 

12 

5 

33,827 

Virginia  . 

49 

24 

1,065,467 

Washington  . 

24 

13 

1,659,086 

West  Virginia  . 

97 

25 

77,984 

Wisconsin  . 

117 

100 

469,659 

Wyoming  . 

40 

30 

9,084 

Puerto  Rico  . 

1 

1 

4,260 

District  of  Columbia— all'  . 

20 

18 

172,092 

'  noiucJes  the  nonnational  bank  in  the  District  of  Columbia  which  is  supervised  by  the  Comptroller  of  the  Currency 
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National  banks  engaged  in  lease  financing,  March  31,  1987 

(Dollar  amounts  in  thousands) 


Total  number 

Number  of  banks 

Amounts  of  lease 

of  national 

engaged  in  lease 

financing  at 

banks 

financing 

domestic  offices 

4,809 

1,077 

$16,242,505 

53 

7 

52.744 

5 

2 

5.469 

15 

2 

194.882 

83 

27 

16.467 

170 

54 

3.325,569 

240 

83 

1 19.409 

16 

2 

1.260 

17 

1 

20.905 

19 

7 

56.597 

164 

26 

234.580 

57 

18 

389,562 

3 

1 

1,006 

6 

3 

80,880 

393 

84 

73.533 

103 

42 

322,197 

105 

22 

11,703 

169 

37 

36,424 

77 

22 

154,173 

68 

11 

60,675 

7 

2 

9,131 

24 

6 

313.665 

48 

18 

1,798.805 

94 

17 

240.594 

214 

68 

203.302 

29 

2 

1,761 

104 

31 

226,453 

57 

1 1 

1,355 

117 

36 

64,027 

6 

2 

12,312 

20 

3 

9,307 

67 

16 

211,002 

42 

17 

18,436 

106 

28 

2,698,617 

16 

6 

802,765 

43 

18 

8,618 

138 

64 

1,060,205 

214 

45 

13,586 

8 

2 

261,502 

174 

30 

1,352,312 

5 

2 

504,391 

22 

5 

64,912 

25 

8 

1.430 

57 

27 

97.769 

1,061 

94 

360,114 

7 

4 

121,075 

12 

1 

1,071 

49 

8 

153.201 

24 

8 

354,088 

97 

9 

2,815 

117 

32 

115,034 

40 

6 

815 

1 

0 

0 

0 

0 

0 

20 

7 

56.597 

All  national  banks 

Alabama . 

Alaska . 

Arizona . 

Arkansas 

California 

Colorado . 

Connecticut . 

Delaware  . 

District  of  Columbia 
Florida . 


Georgia 
Hawaii  .  .  . 
Idaho .  . 
Illinois  .  .  . 
Indiana  .  . 
Iowa 
Kansas  . 
Kentucky 
Louisiana 
Maine 


Maryland 
Massachusetts  . 

Michigan . 

Minnesota 
Mississippi  .  . 

Missouri . 

Montana . 

Nebraska 

Nevada  . 

New  Hampshire 


New  Jersey . 
New  Mexico 
New  York 
North  Carolina 
North  Dakota  . 

Ohio  . 

Oklahoma 

Oregon . 

Pennsylvania 
Rhode  Island 


South  Carolina 
South  Dakota 
Tennessee 
Texas 

Utah . 

Vermont 

Virginia  . 

Washington 
West  Virginia 
Wisconsin  . 
Wyoming 
Puerto  Rico 
Virgin  Islands 


District  of  Columbia— all* 


“Includes  the  nonnational  bank  in  the  District  of  Columbia  which  is  supervised  by  the  Comptroller  of  the  Currency 
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Consolidated  foreign  and  domestic  loans  and  leases  past  due  at  national  banks,  by  states,  March  31,  1987 

(Dollar  amounts  in  millions) 


Number 

of 

banks 

Type  of  loan 

Real  estate 

Commercial  and 
industrial 

All  other 

loans  and  leases ' 

Total  loans 

To  non-U  S 
addresses  t 

Reporting  national  banks 

4,809 

$17,518.2 

$22,547.4 

$24,442.9 

$64,508  5 

$9,665  47 

Alabama  . 

53 

60.4 

64  8 

82.7 

207.8 

0.21 

Alaska  . 

5 

62.8 

52.2 

28  0 

142.9 

0  00 

Arizona . 

15 

291.2 

339  5 

149.3 

780.1 

49.06 

Arkansas  . 

83 

162.8 

70  3 

141.4 

374,5 

0.00 

California . 

170 

2,976.6 

4,225  2 

4,637.9 

11.839  7 

1,904  00 

Colorado  . 

240 

271.5 

101.3 

409  7 

782.5 

0.00 

Connecticut . 

16 

181.2 

138.1 

95.7 

415.0 

1.54 

Delaware 

17 

24.6 

25.8 

624.5 

674.9 

0.00 

District  of  Columbia 

20 

164.1 

139.4 

87.9 

391.4 

18.58 

Florida . 

164 

834.7 

385.9 

367.9 

1,588.5 

68.37 

Georgia . 

57 

169.5 

155.4 

224  9 

549.8 

28  75 

Hawaii . 

3 

0.8 

0.0 

1.7 

2.5 

0.00 

Idaho  . 

6 

30.0 

44.9 

66.0 

140.8 

0.00 

Illinois . 

393 

596.5 

1,292.4 

1,260.3 

3.149.2 

697.07 

Indiana  . 

103 

137.0 

87.4 

200.6 

425.0 

24.50 

Iowa . 

105 

51.4 

16.3 

146.0 

213.7 

2.00 

Kansas  . 

169 

61.6 

27.7 

155.9 

245.3 

0.00 

Kentucky . 

77 

108.4 

45.2 

108.9 

262.5 

0.00 

Louisiana . 

68 

364.1 

317.3 

215.6 

897.0 

0.00 

Maine  . 

7 

22.5 

15.1 

17.4 

55.0 

0.00 

Maryland  . 

24 

75.3 

89.8 

261.7 

426.8 

21.56 

Massachusetts . 

48 

415.4 

702.1 

645.1 

1,762.6 

219.12 

Michigan . 

94 

173.3 

269  2 

212.6 

655.1 

47.95 

Minnesota . 

214 

336.3 

688.9 

565.0 

1,590.2 

228.54 

Mississippi . 

29 

79.6 

23  8 

74.2 

177.6 

0.00 

Missouri . 

104 

188.5 

201.6 

354.6 

774.7 

20.96 

Montana . 

57 

38.9 

17.2 

1 14.0 

170.1 

0.00 

Nebraska  . 

117 

39.5 

41.9 

149.8 

231.1 

0  00 

Nevada  . 

6 

56.9 

46  7 

119.1 

222.8 

0.00 

New  Hampshire . 

20 

21.2 

13.0 

25.4 

59  6 

0.00 

New  Jersey . 

67 

341.4 

433.3 

242.0 

1,016.6 

57.10 

New  Mexico  . 

42 

74.6 

26.6 

90.9 

192.1 

0.00 

New  York  . 

106 

2,220.0 

6,626.7 

5,918.4 

14,765.1 

5,263.09 

North  Carolina 

16 

129.0 

194.3 

239  0 

562.3 

62.25 

North  Dakota  . 

43 

21.6 

0.0 

95.0 

1 16.6 

0.00 

Ohio . 

138 

399.1 

550.2 

599.1 

1,548.4 

79.31 

Oklahoma . 

214 

382.2 

89.7 

351.0 

822  9 

0.00 

Oregon  .  . 

8 

182.5 

127.5 

84.5 

394  5 

33.84 

Pennsylvania  . 

174 

626.9 

1,221.0 

1,099.8 

2,947.7 

343.83 

Rhode  Island  . 

5 

79.3 

93.5 

79.7 

252.5 

9  49 

South  Carolina  . 

22 

114.6 

41.4 

59  9 

216  0 

0.00 

South  Dakota 

25 

17.3 

21.1 

1,018.3 

1.056  7 

0.00 

Tennessee  . 

57 

149.7 

125.4 

120.8 

395  9 

1.82 

Texas  . 

1,061 

3,795.0 

2,581.4 

1,881.7 

8,258.1 

380.82 

Utah 

7 

140.9 

59.7 

43.2 

243.8 

0.00 

Vermont  . 

12 

17.6 

12.2 

10.3 

40.1 

0.00 

Virginia  . 

49 

172.3 

110.7 

172.2 

455  2 

0.53 

Washington  . 

24 

396.1 

449  8 

415.1 

1,261.0 

65.54 

West  Virginia  . 

97 

80  4 

13.7 

103  9 

198  0 

0  00 

Wisconsin  . 

117 

149.2 

109  9 

188  0 

447.1 

36  61 

Wyoming 

40 

31.2 

20  8 

82.1 

134  1 

0  00 

Puerto  Rico 

1 

0.8 

0.0 

4  3 

5.1 

0  00 

NOTE  These  figures  are  fully  consolidated  foreign  and  domestic  for  all  reporters  beginning  March  31,  1987 
'All  other  loans  and  leases  includes  personal  loans. 

^includes  past  due  real  estate  and  commercial  and  industrial  loans  and  lease  financing  receivables  for  banks  with  foreign  offices  and/or  assets 

of  $300  million  or  more 
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Average  national  banks’  percent  of  loans  past  due,  by  assets 


Assets  in  millions  of  dollars 


Less 

than 

$10 

$10 

to 

$20 

$20 

to 

$25 

$25 

to 

$40 

$40 

to 

$100 

$100 

to 

$300 

$300 

to 

$900 

$900 

to 

$5,000 

$5,000 

or 

more 

All 

national 

banks 

Real  estate 

March  1987 

4.9 

6.5 

5.9 

6.2 

5.4 

4.9 

4.9 

5.3 

5.7 

56 

Commercial  and 
industrial 

March  1987  . 

NA 

NA 

NA 

NA 

NA 

NA 

5.9 

5.0 

6  2 

5.6 

All  other 

loans  and  leases 
March  1987  . 

7.0 

7.3 

6.4 

6.6 

6.3 

5.4 

3.1 

2.9 

5.0 

6.0 

Total  loans 

March  1987 

5.8 

7.0 

6.3 

6.3 

5.8 

5.2 

4.4 

4.4 

5.7 

5.9 

NOTES: 

Changes  in  the  report  of  condition  format  make  comparisons  to  earlier  periods  difficult.  Beginning  with  the  report 
for  March  1987  banks  with  assets  of  less  than  $300  million  and  no  foreign  offices  report  nonaccrual  loans  in  the  ap¬ 
propriate  categories.  In  earlier  periods,  nonaccrual  loans  were  reported  in  the  "Total  loans"  category. 

Past  due  loans — These  items  are  (1)  single  payment  notes  30  days  or  more  past  maturity;  (2)  single  payment  notes 
with  interest  due  at  specified  intervals  and  demand  notes  on  which  interest  is  due  and  unpaid  for  30  days  or  more; 
(3)  amortizing  real  estate  loans  and  closed-end  monthly  installment  loans  and  lease  financing  receivables  in  arrears 
two  or  more  monthly  payments,  or,  if  scheduled  other  than  monthly,  when  one  scheduled  payment  is  due  and  unpaid 
for  30  days  or  more;  (4)  open-end  credit  accounts  on  which  the  customer  has  not  made  the  minimum  monthly  pay¬ 
ment  for  two  or  more  billing  cycles;  and  (5)  unplanned  overdrafts  outstanding  30  days  or  more  after  origination. 

Nonaccrual  loans— These  items  are  (1)  those  maintained  on  a  cash  basis  because  of  deterioration  in  the  financial 
position  of  the  borrower;  and  (2)  those  on  which  principal  or  interest  has  been  in  default  for  a  period  of  90  days  or 
more  unless  the  obligation  is  both  well  secured  and  in  the  process  of  collection,  in  which  case  it  is  considered  merely 
past  due. 

Average  banks’  percent  of  loans  past  due—  Percentages  reported  as  averages  of  individual  banks’  percentages  of 
loans  past  due  with  each  bank  accorded  the  same  weight  regardless  of  size;  those  individual  bank  percentages  are 
based  on  dollar  value  of  loans  past  due.  All  figures  are  as  of  the  last  day  of  the  month  indicated. 

Loan  categories — The  loan  categories  for  this  table  correspond  to  those  for  the  report  of  condition  except  for  All 
other  loans  and  leases  "All  other  loans  and  leases  includes  loans  to  financial  institutions,  loans  for  purchasing  or 
carrying  securities,  loans  to  farmers  and  all  other  loans  not  included  in  the  specified  categories  and  personal  loans 
Banks  with  assets  of  less  than  $300  million  and  no  foreign  offices  report  commercial  and  industrial  loans  as  part  of 

"All  other." 

Data  for  prior  periods,  based  on  slightly  different  definitions,  may  be  found  in  the  Quarterly  Journal,  Volume  2,  Num¬ 
ber  1,  pp.  229-232,  Volume  5,  Number  1,  pp.  213-215  and  Volume  6,  Number  2,  pp.  117-119. 

Beginning  March  1987,  past  due  loans  for  all  national  banks  are  reported  on  a  fully  consolidated,  foreign  and  domes¬ 
tic  basis. 


The  following  is  provided  for  additional  information: 

Commercial  and  industrial  loans  past  due  by  address  of  borrower * 

(Dollar  amounts  in  millions) 


Loans  outstanding 

Loans  past  due 

Percent 

U  S.  addresses 

$256,144  6 

$13,262  8 

5  2 

Non-U  S  addresses 

68,434  8 

9,175  3 

13  4 

Total 

324.579  4 

22.438  1 

6  9 

•Reported  only  by  banks  with  foreign  offices  and/or  assets  of  more  than  $300  million 
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Index 


Applications  for  national  bank  charters,  January  1  to 
June  30,  1987,  93,  94 

Assets,  liabilities  and  capital  accounts  of  national 
banks,  March  31,  1986  and  March  31,  1987,  112 

Bank  Fraud  Working  Group,  34-35 
Bank  Secrecy  Act,  28-36 

Banking  Circular  79,  investment  securities  letter  on,  66 
Banking  Circular  220,  investment  securities  letter  on, 
67 

Capital,  20,  23,  38 
Capital  forbearance  policy,  37 
Change  in  Bank  Control  Act,  33 
Changes  in  the  structure  of  the  national  banking 
system,  91 

Charters  and  chartering: 
applications,  January  1  to  June  30,  1987,  93 
applications,  approved  and  rejected,  by  states, 
January  1  to  June  30,  1987,  94 
issued  to  new  national  banks,  January  1  to  June 
30,  1987,  95 

national  banks  converted  to  state  banks,  January  1 
to  June  30,  1987,  109 

state  banks  converted  to  national  banks,  January  1 
to  June  30,  1987,  96 
Civil  money  penalties,  5-9 
Clarke,  Robert  L.: 
speeches  by,  15,  36 
testimony  of,  18 

Compliance  program,  22-23,  25-28,  29,  32 
Comptroller  of  the  Currency: 
compliance  program,  22-23,  25-28,  29,  32 
district  offices,  inside  back  cover 
enforcement  actions  of,  5-9 
Enforcement  and  Compliance,  5 
enforcement  policy,  amended,  6 
examination  staff,  24,  38-39 
interpretive  letters  of,  April  15  to  June  15,  1987, 
41-66 

investment  securities  letters  of,  66-70 
licensing  activity,  11-12 
Special  Supervision,  5 
speeches  by,  15,  36 
testimony  of,  18 

Condition  of  the  national  banking  system,  18-25 
Conversions: 

national  banks  converted  to  state  banks, 

January  1  to  June  30,  1987,  109 
state-chartered  banks  converted  to  national  banks, 
January  1  to  June  30,  1987,  96 
Corporate  reorganizations,  mergers  consummated 
pursuant  to,  January  1  to  June  30,  1987,  106 


Credit  cards  and  related  plans  of  national  banks, 
balances  outstanding,  by  states,  March  31,  1987,  116 

Domestic  offices  of  national  banks: 
deposits  in,  by  states,  March  31,  1987,  114 
loans  of,  by  states,  March  31,  1987,  115 
Double  leveraging,  23-24 
Due  bills,  investment  securities  letter  on,  66 

Enforcement  actions  of  OCC,  5-9,  34 

Failures  of  national  banks,  5-6,  21 
Federal  branches  and  agencies  of  foreign  banks,  92 
Financial  condition  of  national  banks,  18-25 
Financial  services  industry  restructuring,  15-18 

Flerrmann,  Robert  J.,  speech  by,  25 
Ho,  Rose  W.,  article  by,  1 

Income  and  expenses  of  national  banks,  March  31, 
1987,  113 

International  lending,  21 

Interpretive  letters  of  the  OCC,  April  15  to  June  15, 
1987,  41-66 

Investment  securities  letters  of  the  OCC,  66-70 
Investment  company  shares,  investment  securities 
letter  on,  69 

Lease  financing  by  national  banks,  by  states, 

March  31,  1987,  117 
Licensing  activity,  11-12 
Loans: 

in  domestic  offices  of  national  banks,  by  states, 
March  31,  1987,  115 
past  due,  118,  119 

Mergers  resulting  in  national  banks: 
consummated  involving  two  or  more  operating 
banks,  April  1  to  June  30,  1987,  71-88 
consummated  involving  a  single  operating  bank, 
by  states,  January  1  to  June  30,  1987,  106 
consummated  involving  two  or  more  operating 
banks,  by  states,  January  1  to  June  30,  1987,  98 
Money  Laundering  Control  Act  of  1986,  32 
Mutual  funds,  investment  securities  letter  on,  67 

National  banks: 
applications,  11-12 

applications  for  charters,  approved  and  rejected.  94 
applications  for  charters,  January  1  to  June  30, 
1987,  93 

assets,  liabilities  and  capital  accounts  of,  112 
changes  in  structure,  91 
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charters,  applications  for,  January  1  to  June  30, 
1987,  93,  94 
condition  of,  18-25 

converted  to  state  charters,  January  1  to  June  30, 
1987,  109 

conversions  of  state  banks  to,  January  1  to  June 
30.  1987,  96 

credit  card  balances  of,  March  31,  1987,  116 
deposits  in  domestic  offices,  March  31,  1987,  114 
earnings,  19,  36-37 

engaged  in  lease  financing,  March  31,  1987,  117 
income  and  expenses  of,  113 
in  liquidation,  January  1  to  June  30,  1987,  111 
loans  in  domestic  offices  of,  March  31,  1987,  115 
merged  with  state  banks,  January  1  to  June  30, 
1987,  110 

mergers  resulting  in: 

April  1  to  June  30,  1987,  71-88 
January  1  to  June  30,  1987,  98,  106 
new,  by  state,  January  1  to  June  30,  1987,  95 
operations  of,  1 
past  due  loans  of,  118,  119 
problem,  5,  21 

Operations  of  national  banks,  1 
Past  due  loans,  118,  119 

Purchases  of  GNMA  securities,  investment  securities 
letter  on,  66 

Regulation  of  national  banks,  22-23 


Repurchase  agreements,  investment  securities  letter 
on,  69 

Restructuring  of  financial  system,  15-18 
Right  to  Financial  Privacy  Act,  35 

Securitization,  24 

Senno,  Robert  B.,  testimony  of,  28 
Special  Supervision/Enforcement  and  Compliance 
Update,  5 

State-chartered  banks  converted  to  national  banks,  by 
states,  January  1  to  June  30,  1987,  96 

12  U.S.C.  24(7),  interpretive  letters  on,  43,  48,  55,  59, 
61,  65 

12  U.S.C.  36,  interpretive  letters  on,  55,  59 
12  U.S.C.  78,  interpretive  letter  on,  61 
12  U.S.C.  84,  interpretive  letters  on,  43,  48 
12  U.S.C.  377,  interpretive  letter  on,  61 
12  U.S.C.  378,  interpretive  letter  on,  61 
12  U.S.C.  481,  interpretive  letters  on,  55,  59 
12  U.S.C.  1813(1)(5),  interpretive  letter  on,  43 
12  U.S.C.  1867,  interpretive  letters  on,  55,  59 
12  C.F.R.  5.34,  interpretive  letters  on,  48,  55,  59,  65 
12  C.F.R.  7.7380,  interpretive  letter  on,  48 
12  C.F.R.  7.7410  interpretive  letter  on,  43 
12  C.F.R.  29,  interpretive  letter  on,  47 

Tables,  89 

Year-to-date  income  and  expenses  of  national  banks, 
March  31,  1987,  113 
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COMPTROLLER  OF  THE  CURRENCY 


Northeastern  District 

New  York  District  Office 

1211  Avenue  of  the  Americas 

Suite  4250 

New  York,  NY  10036 

FTS  8-265-3495 

Commercial  212-944-3495 


Central  District 

Chicago  District  Office 

One  Financial  Plaza 
Suite  2700 

440  South  LaSalle  Street 
Chicago,  IL  60605 

FTS  8-364-8000 

Commercial  312-663-8000 


Southwestern  District 

Dallas  District  Office 

1600  Lincoln  Plaza 
500  North  Akard 
Dallas,  TX  75201-3394 

Commercial  214-720-0656 


Southeastern  District 

Atlanta  District  Office 

Marquis  One  Tower 
Suite  600 

245  Peachtree  Center  Ave.,  N.E. 
Atlanta,  GA  30303 

Commercial  404-659-8855 


Midwestern  District 

Kansas  City  District  Office 

2345  Grand  Avenue 
Suite  700 

Kansas  City,  MO  64108 

FTS  8-758-0700 

Commercial  816-556-1800 


Western  District 

San  Francisco  District  Office 

50  Fremont  Street 
Suite  3900 

San  Francisco,  CA  94105 

FTS  8-449-9900 

Commercial  415-545-5900 
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